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"  It  is  no  impeachment  on  their  sagacity,  if — in  the  progress  which 
this  science,  like  all  other  sciences,  is  making — there  be  reason  to 
doubt  the  soundness  of  any  particular  opinion  which  they  may 
have  delivered.  And  it  is  our  duty  to  disregard  their  authority, 
and  to  act  on  the  conclusions  of  our  own  judgment,  if  either  reason 
or  experience  convince  us  that  they  are  safer  guides." 

Sir  Robert  Peel. 

Speech  on  the  Renewal  of  the  Bank  Charter. 
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FEATURES  OF  THE  CRISIS. 


The  critical  position  into  which  a  combination  of 
disturbing  influences  has  thrown  our  whole  monetary 
and  commercial  system,  must  have  led  all  men,  of 
thoughtful  habits,  to  some  investigation  of  the  causes 
which  have  brought  about  a  state  of  things,  almost 
without  example  in  this  country,  accustomed,  as  we 
unfortunately  are,  to  periodical  commercial  crises.  It 
is,  perhaps,  this  very  experience  of  former  monetary 
crises  which  prevents  the  great  mass  of  the  public 
from  very  carefully  inquiring  into  the  nature  and 
extent  of  our  present  embarrassments,  or  perceiving 
the  danger  which  is  still  impending  over  us.  They 
have  been  so  accustomed  to  hear  of  a  "scarcity  of 
money" — "a  severe  pressure  on  the  money  market" 
— "reckless  speculation  of  merchants,"  and  so  forth — 
and  to  find  the  storm  passing  away  in  a  few  months, 
and  all  things  restored  to  their  wonted  order  and  regu- 
larity— that  the  public  seem  almost  to  have  come  to 
the  conclusion  that  these  periodical  tradequakes  are 
phenomena  inherent  in  our  commercial  system — the 


storms  by  which  an  overcharged  atmosphere  is  restored 
to  its  proper  equiUbrium  and  purity.    And  even  those 
whose  practical  knowledge,  in  ordinary  cases,  points 
to  the  true  causes  of  derangements  in  our  commerce 
and  finance,  find  influences  in  operation  at  present, 
which,  if  not  entirely  new  in  their  character,  are  not 
of  ordinary  occurrence ;  and  which  afford  a  plausible 
solution  of  the  dilemma,  in  which  their  own  self-com- 
placency would  otherwise  be  involved.     The  specu- 
lator who  has  been  recklessly  engaged  in  railway  ad- 
ventures, especially  if  he  has  been  fortunate  in  his 
speculations ;  and  the  dealers  in  money,  who,  with 
equal  imprudence,  have  been  encouraging  the  wild 
race  along  a  short  road  to  wealth,  may  lay  the  flat- 
tering unction  to  their  souls,  that  all  would  have  gone 
well  but  for  the  famine,  and  that  a  visitation  of  provi- 
dence no  one  can  be  accountable  for.      Partisans,  on 
the  other  hand,  attribute  all  the  difiiculties  of  the  times 
to  Sir  Robert  Peel's  Bill,  though,  really,  the  bill  ap- 
pears to  have  had  no  influence  in  causing,  though  it 
certainly  operates  to  complicate  and  aggravate  all  our 
embarrassments. 

The  failure  of  the  potato  crop,  and  the  general  de- 
ficiency of  the  harvest  of  1845,  forcing  consumption 
on  the  stocks  of  food  in  the  country,  and  on  the  still 
more  deficient  harvest  of  1846,  though,  doubtless,  a 
calamity  of  no  ordinary  magnitude,  could  hardly  have 
produced  such  serious  consequences,  had  it  occurred 
in   different  circumstancss  of  om-  monetary   affairs. 
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Our  imports  of  corn,  extraordinary  as  they  have  been, 
and  an  export  of  gold,  even  to  twice  the  amount  of 
that  which  has  actually  taken  place,  could  hardly,  at  a 
time  when  the  Bank  had  sixteen  millions  of  bullion  in 
her  coffers,  have  caused  such  a  sudden  and  almost 
total  cessation  of  commerce,  and  given  to  all  our  mer- 
cantile cities  the  appearance,  as  if  all  men  were  liqui- 
dating their  debts,  winding  up  their  concerns,  and 
about  to  retire  from  business. 

The  deficiency  of  the  cotton  crop,  the  scarcity  and 
high  price  of  the  raw  material  of  our  staple  manu- 
facture, must,  in  some  degree,  have  disturbed  com- 
merce, and  abridged  the  comforts  of  our  manufactur- 
ing population.  The  increased  cost  of  production 
must  have  impeded  the  consumption  of  our  manu- 
factures, both  at  home  and  abroad;  and  the  diminu- 
tion of  the  power  of  purchase,  caused  by  the  scarcity 
and  high  price  of  food,  both  in  this  country  and  on 
the  continent  of  Europe,  has  no  doubt  greatly  added 
to  this  particular  cause  of  the  present  distress. 

The  deficiency  of  the  corn  and  cotton  crops  is,  no 
doubt,  one  of  those  visitations  of  Providence  which 
no  human  foresight  could  have  anticipated,  and  which 
no  human  wisdom  could  have  prevented.  In  respect 
to  these  calamities,  it  becomes  us  to  bow  with  all  hu- 
mility and  submission  to  that  infinite  wisdom  and  power 
which  can  bring  good  even  out  of  this  evil — good, 
certainly,  if  it  lead  men  more  habitually  to  recognise 
their  dependence  on  the  Divine  goodness ;  good  eco- 
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nomically,  if  it  lead  to  any  serious  consideration,  how 
such  calamities,  if  they  cannot  be  prevented,  may,  at 
least,  he  mitigated  in  future. 

But  another,  and,  in  my  opinion,  the  principal 
cause  of  the  unprecedented  embarrassment  of  our 
commercial  and  monetary  system,  is  of  a  totally  dif- 
ferent character. 

I  am  by  no  means  insensible  to  the  great  import- 
ance of  railway  communication  through  all  parts  of 
the  country,  nor  ignorant  of  the  immense  advantage 
to  be  gained,  in  the  economy  of  capital,  and  various 
other  modes,  by  increased  facihty  and  rapidity  of 
transit,  between  the  great  centre  of  commerce,  and 
the  most  distant  corners  of  the  land.  But  what  is 
good  in  itself,  may  become  evil  from  excess,  and  the 
wine  which  was  given  to  gladden  the  heart  of  man, 
and  cause  his  face  to  shine,  may  transform  him  into  a 
drunken  maniac,  staggering  towards  his  own  destruc- 
tion, and  reckless  of  the  danger  of  others. 

I  believe  that  almost  all,  if  not  all,  our  monetary 
crises,  may  be  traced  to  the  same  source ;  to  improvi- 
dent speculation,  encouraged  by  a  low  rate  of  interest, 
and  carried  on  without  forethought,  until  the  absorp- 
tion of  capital  brings  bankers  and  money-dealers  to 
their  senses,  and  speculators — to  the  gazette.  The 
oil  which  enabled  the  whole  complex  machinery  to 
move  with  smooth  and  noiseless  rapidity  is  evaporated; 
there  is  a  jarring  and  grinding  at  every  joint,  a  little 
screw  falls  out,  there  is  a  sudden  stop,  a  crash^  and 


the  ingenious  and  well  looking  machinery  is  scattered 
into  a  mass  of  fragments. 

Certainly  our  railway  adventures  are  very  different 
from  some  of  our  former  wild  and  baseless  specula- 
tions, but  they  have  been  carried  to  an  extent  beyond 
anything  that  the  most  speculative  of  our  fathers  ever 
dreamed  of.  A  national  enterprise,  sound,  judicious, 
and  beneficial  in  its  own  nature,  from  the  excess  to 
which  it  has  been  carried,  the  reckless  extravagance  of 
opposing  lines  in  contending  for  the  sanction  of  Par- 
liament, the  gambling  in  shares,  which  unsettled  so 
many  minds — from  the  Marchioness  in  Grosvenor 
Square  to  the  shopman  in  Cheapside — had  really  ac- 
quired something  of  the  character  of  the  South  Sea 
mania. 

To  those  whose  special  duty  it  was  to  watch  over 
the  affairs  of  the  nation,  and  whose  whole  mind  and 
energies  had  been  so  recently  directed  to  subjects  of 
national  commerce  and  national  finance,  it  never  seems 
to  have  occurred  that  there  might  have  been  such  a 
thing  as  an  improvident  investment  of  the  national 
capital.  While  committees  were  sitting,  from  day  to 
day,  in  every  odd  corner  and  entresol  of  that  half- 
ruinous  labyrinth  at  Westminster,  wearily  listening  to 
eager  projectors  and  sharp-witted  lawyers,  and  stifled 
by  the  hot  breath  of  a  crowd  of  excited  witnesses  and 
speculators ;  amidst  all  this  mob  of  human  cupidity 
and  human  credulity,  it  never  seems  to  have  occurred 
to  any  one,  dealing,  as  they  were,  with  hundreds  of 
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millions,  to  ask  his  neighbour — where  is  all  this  to 
end? 

Strange,  that  in  a  House  of  Commons,  containing 
so  many  men  of  great  practical  knowledge  and  expe- 
rience in  commercial  affairs,  only  one  or  two  feeble 
remonstrances  were  heard  against  the  reckless  extent 
to  which  railway  expenditure  was  being  carried ;  and 
nothing,  at  least  nothing  effectual,  was  done  to  arrest 
it.  The  great  practical  statesman  of  the  day,  who 
had  undertaken  to  regulate  the  currency  of  the  coun- 
try, on  an  infallible  self-acting  principle,  failed  to  per- 
ceive that  the  capital  of  the  country  was  being  diverted 
to  a  purpose  which  must  inevitably  embarrass  the  na- 
tional commerce  and  the  national  revenue. 

The  result  is  another  pregnant  example  of  the  im- 
policy of  legislative  interference  in  commercial  affairs. 
If,  instead  of  the  complicated  and  expensive  process 
through  which  the  sanction  of  the  legislature  was  to 
be  obtained,  railway  companies  had  been  left  in  the 
position  of  other  Joint-Stock  companies;  if  projec- 
tors had  been  left  to  bring  out  their  own  schemes,  and 
the  public  to  subscribe  the  capital,  and  elect  their  own 
directors,  with  the  distinct  understanding  that  all  the 
shareholders  were,  collectively  and  individually,  liable 
for  the  obligations  of  the  copartnery;  then  not  a  tithe 
of  the  railways  which  have  received  the  sanction  of 
Parliament  would  have  been  undertaken,  and  those 
which  were,  would  have  been  constructed  and  man- 
aged with  infinitely  greater  attention  to  economy.   All 
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that  was  required  of  the  legislature,  was  to  grant  acts 
for  the  purchase  of  lands  and  buildings,  at  the  valua- 
tion of  a  jury,  as  in  the  case  of  dock  companies  and 
similar  undertakings,  and  to  protect  the  public  from 
the  consequences  of  the  monopoly  of  transit,  which 
the  railway  companies  would  have  acquired. 

It  is  too  late  now  to  talk  of  what  might  have  been ; 
and,  though  the  nature  of  the  operation  which  railway 
investments  have  effected  in  the  capital  of  the  nation, 
has  already  been  well  and  clearly  explained,  it  may 
not  be  altogetlier  useless  to  restate  it  as  shortly  and 
consisely  as  possible. 

The  railways  which  have  received  the  sanction  of 
Parliament,  involve  an  expenditure  of  at  least  two 
hundred  millions  sterling.  Of  this  sum,  there  has 
already  been  expended,  or  is  now  in  the  course  of  ex- 
penditure, about  £80,000,000,  an  expenditure  which, 
though  it  may  ultimately  facilitate  the  production  of 
commodities,  not  only  offers  no  means  of  exchange, 
by  which  the  commodities  consumed  can  be  replaced 
by  importation  from  foreign  countries,  but  has  de- 
prived the  country  of  a  large  portion  of  the  floating 
capital  available  for  that  purpose.  We  have  con- 
verted mto  fixed  capital,  a  much  larger  portion  of  the 
floating  capital  of  the  nation,  than  our  annual  accu- 
mulation could- warrant.  What  would  be  thought  of 
any  man  who  should  expend  his  whole  capital  in 
building  a  cotton-factory,  and  filling  it  with  machin- 
ery, without  leaving  himself  a  shilling  to  purchase  the 
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raw  material,  or  pay  for  labour  ?  And  yet  thi&, 
though  in  a  somewhat  less  degree,  is  the  position  in 
which  the  country  stands.  We  have  undertaken  the 
construction  of  an  immense  system  of  machinery, 
which  is  to  increase  and  economise  the  whole  internal 
and  external  trade  of  the  country,  and  have  left  our- 
selves without  sufficient  capital  to  carry  on  that  trade. 
People  imagine  that  because  the  money  is  all  spent  in 
the  country,  and  not  sunk  in  foreign  mines,  or  dissi- 
pated in  bubble  companies,  but  expended  in  really 
productive  works,  there  can  be  no  loss  or  danger  in 
the  case.  They  forget,  that  capital  invested  in  rail- 
ways, can  only  produce  an  annual  income,  like  capital 
invested  in  a  house  ;  while  capital  employed  in  com- 
merce, is  reproduced  entire  with  a  profit,  and  is  ready 
to  repeat  the  same  operation.  It  is  quite  evident, 
that  the  conversion  of  our  floating  or  reproductive 
capital,  if  carried  to  such  an  extent  as  we  have  seen, 
must  cripple  the  general  commerce  of  the  country, 
affect  the  social  condition  of  our  whole  manufacturing 
population,  and  make  a  serious  inroad  on  the  national 
revenue. 

While  this  process  of  converting  our  floating  capital 
into  fixed  capital,  was  going  on  to  such  an  enormous 
extent,  and  we  were  expending  such  an  immense  sum 
in  the  consumption  of  food,  clothes,  and  other  articles 
of  common  use — in  fact,  living  above  our  income — we 
were  visited  with  deficient  harvests,  and  a  scarcity  of 
food.    The  potato  crop  had  been  nearly  a  total  failure : 
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the  harvest  of  1845  was  deficient,  the  harvest  of  1846 
still  more  deficient;  and  the  scarcity  extended  over  the 
whole  of  Western  Europe.  The  actual  loss  from  the 
failure  of  the  crops  in  Ireland  has  been  estimated  at 
sixteen  millions,  and  that  island  has  been  visited  by, 
and  is  still  suffering  from,  a  famine  of  such  frightful 
extent  and  effects,  as  we  have  never  had  any  actual 
experience  of  in  this  country,  and  the  very  history  of 
which  seems  hardly  credible,  as  a  thing  existing  in  our 
immediate  neighbourhood. 

Two  millions  were  immediately  devoted  to  the  re- 
lief of  the  poor  in  Ireland ;  then  a  loan  of  eight  mil- 
lions was  contracted  for  the  same  purpose,  which  is 
still  to  be  expended  during  the  next  four  months. 
The  high  price  of  cotton  was  not  only  adding  to  the 
cost  of  production,  and  so  checking  the  demand  for 
our  manufactures,  but  increasing  the  balance  of  ex- 
change against  us,  which  the  importations  of  food 
were  sure  to  occasion.  Mills  throughout  Lancashire 
were  working  half  time,  the  pressure  on  the  money 
market  was  becoming  perceptible,  and  then  the  bill 
of  1844  came  into  operation,  though  previously  it  had 
no  effect  either  one  way  or  other. 

Early  in  August  speculators  were  busy,  and  large 
additional  importations  of  corn  were  certain.  That 
these  importations  of  corn  would  cause  a  drain  of  bul- 
lion, was  a  contingency  for  which  prudent  bankers 
would  immediately  have  prepared,  and,  accordingly, 
the  Banks  in  Scotland  raised  their  rate  of  discount. 
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The  Directors  of  the  Bank  of  England,  however, 
were  relieved  from  the  necessity  of  attending  to  the 
causes  which  influence  the  efflux  and  influx  of  the 
precious  metals.  The  Bill  of  1844  was  to  insure, 
by  an  infallible  self-acting  principle,  that  the  amount 
of  notes  in  circulation  should,  at  all  times,  vary  in 
amount,  in  accordance  with  the  exports  and  imports 
of  gold ;  and  though  these  two  things,  the  amount 
of  Currency  in  circulation,  and  the  variations  in  foreign 
exchanges,  have  no  direct  connection  whatever,  this 
was  the  principle  on  which  the  author  of  the  bill  ex- 
pected that  bankers  would  be  forced  to  contract  their 
issues,  and  limit  their  advances  of  capital  to  the  public. 
Whether  the  Directors  acted  under  this  delusion  or 
not,  I  do  not  pretend  to  say;  but  what  they  did,  and 
what  the  bill  did,  are  so  plain,  that  he  who  runs  may 
read.  The  Directors  continued  to  discount  freely,  and 
the  amount  of  bills  discounted,  held  by  the  Banks,  was 
increased  by  more  than  six  milKons,  between  the  mid- 
dle of  September  and  the  beginning  of  April.  But 
what  did  the  bill  effect,  in  the  meantime  ?  It  could 
not  affect  the  operations  of  private  bankers  and  money 
dealers,  nor  check  improvident  advances  in  that  quar- 
ter: it  was  to  regulate  the  operations  of  Banks  of 
issue — to  make  the  amount  of  their  notes  in  circulation 
vary  in  accordance  with  the  exports  and  imports  of 
gold.  Strange  to  say,  however,  the  amount  of  Bank 
of  England  notes  in  circulation,  was  rather  less  in  April 
than  in  September,  though  the  advances,  by  discount 
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of  bills,  had  been  increased  by  more  than  six  millions ! 
Still  more  strange,  six  millions  of  gold  had  been  ex- 
ported, without  any  contraction  of  the  currency !     The 
Bank  was  then  placed  in  a  position,  when  a  continuance 
of  the  drain  must  have  resulted,  either  in  a  suspension 
of  the  Bill,  or  a  suspension  of  payment  by  the  Bank: 
the  Directors,  therefore,  not  only  raised  the  rate  of 
interest,  but  refused  to  discount  any  bills  having  more 
than  a  certain  short  date  to  run.    What  was  intended 
to  be,  and  was  misnamed,  "  a  reserve  of  gold,"  was 
evidently  no  reserve  at  all,  but  a  fixed  amount  of  coin 
which  the  Bank  was  on  no  account  to  employ,  not 
even  in  maintaining   the   convertibility  of  its   notes, 
should  the  notes  in  circulation  above  £14,000,000, 
and  the   so-called  reserve  of  gold,  come  to  balance 
each  other.     It  must  have  appeared  evident  to  the 
Directors,  that  should  the  Bank,  from  a  draft  on  its 
deposits,  or  any  other  cause,  be  placed  in  the  position 
of  having  £21,000,000  in  circulation,  and  £7,000,000 
in  bullion,  the  buUion  was  practically  no  reserve  for 
any  useful  purpose.     The  remedy,  therefore,  was  to 
contract  the  advances  to  the  public ;  and  to  refuse  all 
bills  that  appeared  likely  to  be  used  as  instruments 
for  drawing  out  gold  for  exportation.    The  screw  was 
put  on  with  a  force  and  suddenness  quite  unprece- 
dented, I  beheve,  and  the  consequences  were  of  the 
most  embarrassing  kind.     Merchants  who  had  relied 
on  remittances  from  abroad,  as  the  means  of  meeting 
their  own  current  engagements,  found  that  these  re- 
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mittances,  bills  of  unexceptionable  character,  were 
utterly  useless  as  means  for  procuring  money.  It  was 
enough  that  they  had  six  months  to  run.  But  for 
some  days  even  short  bills  could  not  be  discounted, 
nor  money  obtained  on  the  security  of  Exchequer 
bills ;  a  state  of  things  which,  I  firmly  believe,  can 
only  occur  where  the  whole  monetary  arrangements 
are  under  the  influence  of  one  powerful  Bank  of  issue. 

In  this  state  of  things,  it  is  not  surprising,  perhaps, 
that  silver  bullion  was  found  unavailable,  since  even  sil- 
ver coin  could  not  command  bank  notes.  From  the 
diminution  in  the  amount  of  labour  employed,  and  con- 
sequently of  wages  to  be  paid,  a  considerable  accumu- 
lation of  silver  had  taken  place  in  Scotland.  Of  course, 
this  money,  this  "  metallic  coin  circulating  in  the 
country,"  was  equally  useless  to  the  banks  and  to  the 
public.  It  was  no  longer  in  demand  as  currency,  and 
not  being  a  legal  tender  for  more  than  a  very  small 
sum,  it  could  be  employed  in  transferring  capital; 
while,  at  the  same  time,  the  Banks  were  prohibited, 
by  the  bill  of  1844,  from  counting  it  as  part  of  the 
bullion  held  against  their  notes  in  circulation.  One  of 
the  Joint- Stock  Banks  in  Glasgow  sent  a  considerable 
sum,  in  this  silver  coin,  to  the  Bank  of  England 
branch  at  Liverpool,  where  it  was  rejected ;  and  to 
this  day,  I  believe,  the  Joint  Stock  Bank  has  been  un- 
able to  obtain  credit  for  this  silver,  either  with  their 
London  agent  or  anywhere  else. 

Lately  matters  have  assumed  a  more  favourable 
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appearance.  The  genial  weatlier  has  awakened  san- 
guine hopes  in  respect  to  the  approaching  harvest; 
foreign  suppUes  are  now  expected  even  to  exceed  our 
probable  necessities ;  and  the  price  of  wheat  has  fallen 
more  than  20s.  a  quarter,  from  the  highest  quotations 
of  the  year.  The  money  market,  too,  is  easier,  and 
the  Bank  of  England  has  been  freely  discounting  first- 
class  paper  at  5  per  cent. 

There  are  persons,  however,  and  those  neither  the 
least  sagacious,  nor  the  worst  informed,  who  regard 
this  as  merely  a  lull  in  the  storm.  Private  letters  do 
not  confirm  the  expectations  of  very  large  supplies  of 
grain  from  abroad ;  and,  though  the  money  market  is 
easier,  it  is,  with  too  much  reason,  feared  that  this 
arises,  in  a  great  degree,  from  stagnation  in  trade, 
from  every  one  liquidating  his  present  obligations,  and 
avoiding  new  engagements.  Instalments  of  the  Irish 
loan  have  been  paid  under  discount,  to  a  considerable 
amount,  and  the  railway  calls  for  this  month  amount  to 
.£3,500,000.  It  may  yet  be  found,  therefore,  that  the 
Bank  of  England,  too  tardy  in  raising  the  rate  of  in- 
terest, have  now  been  too  hasty  in  reducing  it. 

The  Chancellor  of  the  Exchequer  has  lately  told 
us,  that,  "  sooner  or  later,  payment  must  be  made  for 
the  supplies  of  grain  received  in  this  country,  in  its 
own  manufactures.  If  that,  which  is  the  commence- 
ment of  real  payment,  be  postponed,  matters  will  only 
be  made  worse.  The  sooner  the  real  payment  begins 
the  better,  for  then  the  pressure  on  our  resources  will 
be  lessened." 
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Tkis  is  a  view  of  the  question  which  will  certainly 
not  appear  very  inteUigible  to  practical  merchants  and 
manufacturers.  Six  millions  of  gold,  one  would  ima- 
gine, is  a  real  payment,  and  it  is  generally  understood 
that  gold  was  exported,  because  the  real  payment 
could  not  be  made  in  manufactures.  No  doubt,  the 
longer  that  exports  of  manufactures  are  postponed, 
the  worse  will  matters  become,  and  the  sooner  such 
exports  begin  the  better.  But  how  are  they  to  be 
hastened  ?  In  order  to  export,  there  must  be  a  de- 
mand; that  demand  must  be  checked,  in  some  coun- 
tries, by  the  diminution  in  their  means  of  purchase ; 
in  all,  by  the  increase  in  our  cost  of  production.  The 
demand  for  our  manufactures  was  checked  by  the 
high  price  of  the  raw  material,  and  factories  were  re- 
duced to  short  time :  the  demand  was  still  farther 
checked  by  the  high  rate  of  interest,  which  also  en- 
ters into  the  cost  of  production,  and  many  mills  have 
been  entirely  closed.  The  stocks  of  manufactures  are 
unusually  low,  and  production  has  been  greatly  dimi- 
nished. An  increased  demand  for  goods  will  there- 
fore be  followed  by  a  general  rise  in  prices ;  the  de- 
mand for  capital  will  increase,  and  the  rate  of  interest 
again  be  raised.  Are  we  quite  sure  that  the  crisis  is 
past? 

An  abundant  harvest  will,  no  doubt,  greatly  alleviate 
our  difficulties,  and  some  improvement  may  be  ex- 
pected in  the  demand  for  manufactures,  not  only  from 
the  United  States,  but  from  India  and  China;  but  the 
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Iiigli  price  of  tlie  raw  material  remains  a  check  on 
consumption,  for  a  time  at  least ;  and  the  reduction  in 
the  amount  of  our  floating  capital,  available  for  the 
purpose  of  general  commerce,  leaves  us  little  hope  of 
a  permanent  reduction  of  the  rate  of  interest,  if  the 
competition  for  capital  between  the  railway  and  com- 
mercial interests  is  to  continue. 

It  is  important,  in  our  present  position,  to  consider 
whether  the  capital  of  the  country  may  not  be  further 
economised,  and  made  available  for  the  purposes  of 
commerce ;  and  whether  the  present  law  for  regulating 
the  currency,  and  limiting  the  privilege  of  issue,  be 
really  founded  on  sound  principles;  or  whether,  on 
the  contrary,  it  does  not  complicate  and  embarrass  all 
our  monetary  operations,  and  cause  frequent  and 
sudden  variations  of  the  rate  of  interest,  to  which  it  is 
vexatious  and  unsafe  for  commercial  credit  to  be  sub- 
jected ? 


THE    CURRENCY. 


I. 

To  have  any  clear  understanding  of  the  question  in 
debate,  it  is  essential  that  there  should  be  some 
agreement  as  to  the  meaning  of  the  terms  employed. 
All  the  fallacies  which  prevail  on  this  subject,  appear 
to  arise  from  the  want  of  some  common  understand- 
ing on  this  point.  Mr.  Norman,  in  his  evidence  be- 
fore the  Committee  on  Banks  of  Issue,  observes — "  I 
employ  the  words  ^  money '  and  '  currency '  as  syno- 
nymous," q.  1693.  Mr.  John  Loyd  says — "  I  include 
in  the  term  ^circulation,'  metallic  coin,  and  bank 
notes,  promising  to  pay  metallic  coin  to  the  bearer 
on  demand."  And,  again,  "when  I  use  the  terms 
^  quantity  of  money,'  I  mean  the  quantity  of  metallic 
coin  and  paper,  promising  to  pay  coin  on  demand, 
which  are  in  circulation  in  the  country,"  qq.  2665, 
2667.  Mr.  Norman  and  Mr.  Loyd,  therefore,  con- 
fine the  meaning  of  the  term  "  money"  to  the  coin 
and  bank  notes  "  in  circulation  in  the  country,"  though 
why  they  do  so,  or  why  coin  and  bank  notes  should 
cease  to  be  money  when  they  are  not  circulating  in 
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the  country,  does  not  apj)ear.  Are  wo  to  undei'Btand 
that  all  gold  coin,  locked  up  un productively  in  the 
Bank  celJarB,  is  yet  "  in  circulation  in  the  country?" 
or  are  we  to  believe  that,  being  no  longer  in  circula- 
tion, it  ceases  to  be  money  ?  Are  bank  notes  and 
coin  money,  only  when  performing  the  functions  of 
currency,  and  do  they  cease  to  be  money  when  per- 
forming the  functions  of  capital?  Or  how  are  wo 
to  understand  this  ? 

The  ])ractical  errors,  of  which  this  (X)nfusion  of  terms 
is  a  fruitful  source,  will  be  sufficiently  obvious  as  we 
proceed.  In  the  meantime,  T  shall  endeavour  to  clear 
my  own  aj-gument  from  similar  sources  of  misconcep- 
tion ;  and,  first,  1  shall  explain  what  I  understand  by 
the  term  "  money." 

All  trade  was  originally  simple  barter — the  exchange 
of  a  certain  cpiantity  of  one  commodity  for  an  equiva- 
lent (juimtity  of  another  commodity.  As  commei'ce 
advanced,  this  iitconvenient  process  of  simple  barter 
was  sui)erseded  by  the  adoption  of  one  commodity,  by 
general  consent,  as  the  standard  of  value  of  all  other 
commodities.  The  precious  metals,  silver  and  gold, 
have  been  adopted  by  all  civilised  nations  as  this 
standard  of  value.  In  the  internal  trade  of  a  coun- 
try, great  convenience  arises  from  the  division  of  these 
metals  into  small  portions,  which  circulate  easily  from 
hand  to  hand,  as  ecpiivalents  for  small  portions  of  otlier 
commodities.  These  small  ])ieccs  of  metal,  stam]>ed 
to  indicate  their  current  value,  are  coin. 


Hilt  aw  noiiunerco  t'urthor  cxtetidH,  au  trannactionB 
becouio  inoro  coiiiplicatod,  and  especially  when  an  in- 
terchange of  coininoditieH  takea  ])la(H}  between  diHtant 
<;ouiitrieH,  another  expedient  iw  ad()j)ted,  by  which  ])ur- 
chaHcrt  and  salew  are  el!ect(!d  without  the  intervention 
of  the  metals,  or  of  coin.  This  is  the  system  of  (cre- 
dit. Bills  of  exchange  and  promissory  notes,  bankers* 
clieciues,  and  other  forms  of  credit,  are  used  as  Bubsti- 
tutes  for  coin,  because  they  confer  on  the  holder,  the 
same  command  over  all  other  commodities,  which  the 
possession  of  the  coin  itself  would  confer.  Money  is 
merely  the  instrument,  by  means  of  which  the  ex- 
change of  commodities  is  effected.  In  the  term  mo- 
ney, therefore,  1  include  coin,  and  all  the  usual  forms 
of  credit,  of  which  bank  notes  are  one. 

Money,  however,  is  employed  to  perform  two  ope- 
rations essentially  distinct,  the  confounding  of  which 
is  another  source  of  error  in  the  Currency  theory. 
As  a  medium  of  exchange  between  dealers  and  dealers, 
it  is  the  instrument  by  which  transfers  of  capital  are 
effected ;  that  is,  the  exchange  of  a  certain  amount  of 
capital  in  money  for  an  e((ual  amount  of  caj>ital  in 
commo<lities.  Hut  money  employed  in  the  payment 
of  wag(;s,  and  in  jnu'chase  and  sale  between  dealers 
and  consumers,  is  not  caj>ital,  but  income ;  that  por- 
tion of  the  incomes  of  the  community  which  is  de- 
voted to  daily  ex])enditure.  It  circulates  in  constant 
daily  use,  and  is  that  alone  which  can,  with  strict  pro- 
priety,  be   tenned  Currency.     Advances  of  capital 


depend  entirely  on  the  will  of  the  Bank,  and  other 
possessors  of  capital — ^for  borrowers  are  always  to  be 
found;  but  the  amount  of  the  currency  depends  on 
the  wants  of  the  community,  among  whom  the  money 
circulates,  for  the  purposes  of  daily  expenditure.  By 
currency,  therefore,  I  understand  that  amount,  in  bank 
notes  and  coin,  which  is  actively  circulating  in  the 
hands  of  the  public,  for  the  purposes  of  daily  expen- 
diture, including  the  payment  of  wages. 

The  importance  of  this  distinction  will  appear  obvi- 
ous, from  the  following  passage  in  Col.  Torrens'  letter 
to  Lord  Melbourne  : — "  It  is  self-evident,  that,  if  the 
circulation  were  purely  metallic,  an  adverse  exchange, 
causing  an  exportation  of  the  metals  to  any  given 
amount,  would  occasion  a  contraction  of  the  circulat- 
ing currency  to  the  same  amount ;  and  that  a  favour- 
able exchange,  causing  an  import  of  the  metals  to  any 
given  amount,  would  cause  an  expansion  of  the  circu- 
lating currency  to  the  same  amount.  If  the  currency 
of  the  metropolis  consisted  of  gold,  an  adverse  ex- 
change, causing  an  exportation  of  gold  to  the  amount 
of  <£l,000,000,  would  withdraw  from  the  circulation 
one  milHon  of  sovereignsc"  The  fallacy  involved  in 
this,  which  appears  a  self-evident  proposition  to  Col. 
Torrens,  arises  from  a  misapplication  of  terms.  It  is 
self-evident,  on  the  contrary,  that  an  exportation  of 
one  million  in  gold  would  not  withdraw  a  single  sove- 
reign from  the  "  circulating  currency,"  unless  all  the 
gold  in  the  country,  above  the  amount  circulating  as 


currency,  had  been  previously  exported.  On  the  18th 
September,  last  year,  the  circulation  of  the  Bank  of 
England  was  £20,900,000,  and  the  bullion  in  the 
Bank,  <£1G,273,000 ;  and  on  the  5th  April  last,  the 
notes  in  circulation  were  £20,815,000,  and  the  bul- 
lion £10,246,000.  It  is  evident,  therefore,  that  six 
millions  of  bullion  had  been  exported  between  these 
dates.  No  one  can  pretend  that  any  part  of  this  bul- 
lion was  withdrawn  from  the  amount  of  sovereigns 
circulating  as  currency ;  and  as  the  amount  of  notes 
in  circulation  was  very  slightly  altered,  it  is  evident 
that  six  millions  of  gold  were  exported,  without  any 
contraction  of  the  currency  of  the  country.  It  was, 
in  fact,  an  operation  in  capital — an  exchange  of  six 
millions  of  capital  in  gold  for  six  millions  of  capital  in 
commodities.  We  had  imported  corn  to  this  amount, 
beyond  the  amount  of  other  commodities  exported  to 
the  corn-producing  countries,  or  for  which  there  was 
any  demand  in  these  countries.  The  importance  of 
attending  to  this  distinction  between  capital  and  cur- 
rency will  be  more  obvious  when  we  come  to  consider 
the  theory  of  the  Paper  Currency,  and  the  privilege 
of  issuing  bank  notes. 


II. 

The  Currency  theory  adopted  by  Sir  Robert  Peel,  as 
the  basis  of  the  bill  of  1844,  may  be  thus  briefly 
stated : — 
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A  perfect  Currency  consists  of  coin,  containing  a 
fixed  and  uniform  quantity  of  metal  of  a  fixed  and 
uniform  purity;  and  as  such  a  Currency  will  fluctuate 
in  amount  with  every  import  and  export  of  the  precious 
metals,  so  a  sound  paper  Currency  ought  to  contract 
and  expand  in  accordance  with  the  efflux  and  influx 
of  the  precious  metals. 

The  expansions  and  contractions  of  the  metallic 
Currency  will  raise  and  depress  the  prices  of  all  com- 
modities, according  as  the  abundance  or  scarcity  of  the 
metallic  coin  raises  or  depresses  its  value. 

A  metallic  Currency,  by  means  of  its  intrinsic  value, 
regulates  itself,  but  a  paper  Currency  has  no  intrinsic 
value ;  and  as  Banks  of  issue  may  force  their  notes 
into  circulation  to  any  amount,  unless  controlled  by 
legislative  enactment,  the  paper  will  become  depre- 
ciated below  the  value  of  the  coin,  and  will  affect 
prices  to  the  same  extent. 

This  I  conceive  to  be  the  Currency  theory;  and 
the  object  of  the  bill,  I  understand,  is  to  insure  a 
constant  conformity  between  the  variations  in  amount, 
of  the  paper  Currency,  and  the  efflux  and  influx  of 
gold. 

It  was  believed,  that,  by  this  expedient,  over  trad- 
ing and  the  disastrous  consequences  of  improvident 
speculation  would  be  prevented. 

"Unless,"  said  Sir  Robert  Peel,  "unless  issuers  of 
notes  conform  to  certain  principles,  unless  they  vigi- 
lantly observe  the  causes  which  influence  the  efflux 
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and  influx  of  coin,  and  regulate  their  issues  accord- 
ingly, there  is  danger  that  the  value  of  paper  will  not 
correspond  with  the  value  of  coin."  * 

And  Mr.  Jones  Loyd  says,  ^^  a  metallic  Currency, 
I  conceive,  by  virtue  of  its  own  intrinsic  value,  will 
regulate  itself;  but  a  paper  Currency,  having  no  in- 
trinsic value,  requires  to  be  subjected  to  some  artificial 
regulation  respecting  its  amount.  The  use  of  paper 
Currency  is  resorted  to  on  account  of  its  greater 
economy  and  convenience ;  but  it  is  important  that 
the  paper  Currency  should  be  made  to  conform  to 
what  a  metallic  Currency  would  be ;  and,  especially, 
that  it  should  be  kept  at  the  same  value  with  the  me- 
tallic Currency,  by  being  kept  at  all  times  of  the  same 
amount.  Now,  the  influx  and  efflux  of  the  gold  is  the 
only  sure  test  of  what  the  variations  of  a  metallic 
Currency  would  have  been ;  and,  therefore,  I  conceive 
that  that  constitutes  the  only  proper  rule  by  which  to 
regulate  the  fluctuations  of  a  paper  Currency."*}" 

The  whole  of  this  argument  rests  on  the  postulate, 
that  the  efflux  and  influx  of  gold  is  a  sure  test  of  the 
variations  in  the  amount  of  a  metallic  Currency;  and 
this  can  only  be  assumed  by  those  who  think,  with  Mr, 
Loyd,  that  there  is  no  "money"  except  bank  notes  and 
coin ;  and  that  there  are  no  bank  notes  and  coin  in  the 
country,  except  those  which  are  circulating  as  cur- 
rency.   This,  however,  is  the  basis  of  the  bill  of  1844, 

*  Spcecli  on  renewal  of  the  Bank  Charter,  p.  27. 
t  Evidence  on  Banks  of  Issue,  2654. 
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by  which  the  convertibiUty  of  notes  is  to  be  secured, 
overabundant  issues  prevented,  the  circulation  made  to 
conform  to  the  efflux  aud  influx  of  gold,  and  the  power 
of  banks  to  encourage  improvident  speculation  for  the 
future,  restrained. 

"When  I  call  to  mind,"  said  Sir  Robert  Peel,  'Hhe 
danger  to  which  the  Bank  of  England  has  been  ex- 
posed, the  various  effects  of  a  sudden  change  from  an 
overabundant  to  a  contracted  circulation,  the  reckless 
speculation  of  some  of  the  Joint  Stock  Banks,  the  losses 
entailed  on  their  shareholders,  the  insolvency  of  so 
many  private  banks,  the  miserable  amount  of  the  divi- 
dends that  have,  in  many  cases,  been  paid,  the  ruin 
inflicted  on  innocent  creditors,  the  shock  to  pubhc  and 
private  credit ;  then,  indeed,  I  rejoice,  on  public 
grounds,  that  Parliament  will  at  length  devise  measures 
which  shall  inspire  just  confidence  in  the  medium  of 
exchange,  shall  put  a  check  on  improvident  specula- 
tions, and  shall  insure,  so  far  as  legislation  can  insure, 
the  just  reward  of  industry,  and  the  legitimate  profit 
of  commercial  enterprise,  conducted  by  integrity,  and 
controlled  by  provident  calculation."* 

Parliament  did  devise,  or  rather  adopted,  the  very 
measures  devised  by  Sir  Robert  Peel,  and  what  have 
these  measures  produced  ?  The  amount  of  notes  in 
circulation  has  not  maintained  that  conformity  with 
the  efflux  and  influx  of  gold  which  was  considered 

*  Speech  on  renewal  of  the  Bank  Charter,  p.  53. 
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essential  to  a  sound  paper  Currency,  and  speculation 
has  run  to  an  excess  of  riot  beyond  all  former  prece- 
dent. Were  the  premiums  on  railway  shares  "  the 
just  reward  of  industry?"  After  we  had  expended 
about  five  millions  per  annum  on  the  construction  of 
railways,  for  twelve  years  previous  to  1845,  acts  have 
been  obtained  involving  an  expenditure  of  about  one 
hundred  and  thirty  milUons  more.  Was  this  putting 
a  check  on  improvident  speculation  ?  Were  these  un- 
dertakings ^^  controlled  by  provident  calculation,"  on 
the  part  of  the  projectors  who  originated,  the  public 
who  subscribed,  or  the  legislators  who  sanctioned 
them  ? 

The  truth  is,  that  the  evils  so  feehngly  deplored  by 
Sir  Robert  Peel,  and  from  which  the  bill  of  1844  was 
to  deliver  us;  the  reckless  speculation,  the  insolvency, 
the  shock  to  public  and  private  credit,  did  not  arise 
from,  any  sudden  expansions  or  contractions  of  the 
Currency,  and  had  no  direct  connection  with  the  state 
of  the  Currency,  but  were  occasioned  solely  by  wild  and 
ruinous  investments  of  capital,  encouraged  by  rash 
and  improvident  advances  of  capital  on  loan,  by  banks, 
non-issuing  as  well  as  issuing,  private  bankers,  bill 
brokers,  and  other  dealers  in  disposable  capital.  The 
excess  to  which  railway  speculation  has  been  carried, 
proceeds  from  the  same  source — the  low  rate  of  inte- 
rest, and  the  desire  to  obtain  a  more  profitable  return 
for  capital  on  the  part  of  banks,  and  those  who  had 
capital  to  dispose  of.     But  during  the  whole  period, 
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from  1844  to  the  present  time,  it  does  not  appear 
that  the  paper  currency  of  the  country  has  been  un- 
naturally expanded,  or  that  the  amount  of  that  cur- 
rency has  borne  any  proportion,  either  to  the  magni- 
tude of  the  transactions  in  capital,  or  to  the  influx  and 
efflux  of  gold.  No  doubt  an  approximation  to  con- 
formity between  the  notes  in  circulation  and  the 
bullion  in  reserve  may  be  made  to  appear,  by  the 
happy  expedient  of  including  the  notes,  in  the  banking 
department,  in  the  returns  of  circulation;  though  how 
the  notes  which  the  bank  has  withdrawn  from  cir- 
culation, and  retains  in  its  till,  can  still  be  in  circula- 
tion, does  not  very  clearly  appear.  The  notes  in  the 
banking  department  must  have  been  received  in  re- 
payment of  loans  of  capital,  or  in  exchange  for  gold 
for  exportation  as  capital,  but  have  nothing  whatever 
to  do  with  the  amount  of  notes  in  circulation  as  Cur- 
rency. The  notes  actually  in  circulation  in  the  hands 
of  the  public  were,  on  the 

1846. 

5  Sep.    £20,529,855 The  Bullion  in  the  Bank,  £13,057,997 

12,632,794 
11,724,111 
11,762,647 

11,788,770 
9,963,644 
9,445,493 
8,066,355 
7,083,767 


3  Oct. 

20,550,645 

7  Nov. 

20,971,265 

5  Dec. 

19,866,805 

1847. 

2  Jan. 

20,031,185 

6  Feb. 

19,613,470 

6  Mar. 

19,279,115 

3  Apr. 

19,954,940 

IMay. 

19,765,505 
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The  gold  in  the  bank  had  been  reduced,  in  the 
above  period,  from  thirteen  miUions  to  seven  miUions, 
while  the  amount  of  notes  in  actual  circulation  had 
only  varied  about  eight  hundred  thousand  pounds. 
Neither  do  the  banks'  advances  of  capital  affect  the 
amount  of  notes  circulating  as  Currency.  On  the  18th 
September  of  last  year,  the  amount  of  bills  discounted 
in  the  bank  was  £12,321,000,  and  the  circulation 
£20,900,000.  On  the  5th  April  last,  the  bills  dis- 
counted had  increased  to  £18,627,000,  and  the  notes 
in  circulation  remained  £20,815,000.  The  bank, 
therefore,  had  increased  its  advances  of  capital  to  the 
extent  of  £6,300,000,  while  its  notes  in  circulation 
had  rather  decreased  in  amount. 

The  impression  that  prices  are  affected  by  varia- 
tions in  the  amount  of  the  circulating  medium,  that 
every  importation  of  gold  is  an  addition  to,  and  every 
exportation  of  gold  an  abstraction  from,  a  metallic 
Currency ;  and  that  the  effect  of  such  additions  and 
contractions  of  the  Currency  is  to  raise  and  depress 
prices,  is  another  of  the  fallacies  of  the  Currency 
theory.  In  his  evidence  before  the  Committee,  on 
Banks  of  issue,  in  1840,  Mr.  Norman  gave  the  follow- 
ing answer. 

1784.  "Would  a  considerable  issue  of  paper,  which 
raised  prices  in  this  country,  and  caused  an  export  of 
gold,  raise  prices  in  other  countries  ?  It  would  raise 
prices  in  other  countries ;  gold,  which  was  exported 
from  this  country,  would  be  added  to  the  Currencies 
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of  other  countries;  and  as  the  value  of  gold  depends 
on  supply  and  demand,  other  things  being  equal,  the 
addition  of  so  much  gold  to  the  Currencies  of  other 
countries  would  lower  its  value,  and  raise  the  price  of 
other  commodities." 

The  question  assumes  that  a  considerable  issue  of 
paper  would  raise  prices  in  this  country,  an  assumption 
for  which  there  is  no  foundation,  so  long  as  convertible 
paper,  payable  in  gold,  is  meant.  Mr.  Norman  as- 
sumes, like  Colonel  Torrens,  that  gold  exported  from 
this  country  is  withdrawn  from  our  Currency,  and 
added  to  the  Currency  of  other  countries;  though  it 
is  indisputably  evident,  that,  unless  all  the  gold  in  the 
country,  except  the  sovereigns,  circulating  as  Currency, 
had  been  previously  exported,  an  export  of  gold  can- 
not affect  the  amount  of  that  Currency,  neither  will 
it  add  to  the  Currency  of  other  countries.  And  un- 
less, by  some  extraordinary  discovery,  the  stock  of 
gold  throughout  the  world  were  suddenly  increased, 
no  such  rise  in  prices  as  Mr.  Norman  contemplates 
would  take  place. 

But  the  real  point  in  debate  is  contained  in  the 
first  part  of  the  question,  viz.  whether  a  considerable 
issue  of  notes  would  raise  prices  in  this  country,  it 
being  a  principle  in  the  Currency  theory,  that  prices 
are  directly  affected  by  fluctuations  in  the  amount  of 
Bank  notes  in  circulation.  This  error  arises,  as  Mr. 
Tooke  has  clearly  pointed  out,  from  confounding  two 
things   essentially  different — bank   notes  payable  in 
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gold  on  demand,  and  compulsory  inconvertible  notes 
issued  by  a  government. 

"When  a  government  issues  paper  money  inconver- 
tible, and  compulsorily  current,  it  is  usually  in  pay- 
ment for, 

"1.  The  personal  expenditure  of  the  Sovereign  or 
governing  power. 

"  2.  Public  Works  and  Buildings. 

"  3.  Salaries  of  Civil  Servants. 

"  4.  Maintenance  of  Naval  and  Military  Establish- 
ments. 

"  It  is  quite  clear  that  paper  created,  and  so  paid 
away  by  the  government,  not  being  returnable  to  the 
issuer,  will  constitute  a  fresh  source  of  demand,  and 
must  be  forced  into,  and  permeate,  all  the  channels  of 
circulation.  Accordingly,  every  fresh  issue,  beyond 
the  point  at  which  former  issues  had  settled  in  a  cer- 
tam  rise  of  prices  and  wages,  and  a  fall  of  the  ex- 
changes, is  soon  followed  by  a  further  rise  of  commo- 
dities and  wages,  and  a  fall  of  the  exchanges;  the  de- 
preciation being  in  the  ratio  of  the  forcibly  increased 
amount  of  the  issues."  * 

There  is,  therefore,  a  difference  between  the  issue 
of  this  government  paper  and  convertible  bank  notes, 
both  in  the  mode  of  issue  and  in  the  limit  prescribed 
by  convertibility,  to  the  amount  of  issues.  The  in- 
convertible government  notes  are  paid  away,  made  a 

*  Enquiry  into  the  Currency  Principle,  pp.  69,  70. 
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legal  tender  by  compulsion,  and  are  not  returnable  to 
the  issuer.  Convertible  bank  notes  are  not  paid  away 
by  the  issuer,  but  lent ;  and  whatever  amount  of  notes 
may  be  so  lent,  the  same  amount  must  return  to  the 
bank  when  the  period  of  the  loan  expires.  These 
notes  are  never  issued  except  as  loans  for  limited 
periods,  for  which  interest  is  charged ;  and,  at  the  ter- 
mination of  these  periods,  they  must  be  repaid,  and 
the  efflux  and  reflux  of  such  notes  must  ultimately 
balance  each  other.  Such  notes  cannot  be  issued  un- 
less there  is  a  demand  for  them,  and  the  amount  of 
issues  does  not,  therefore,  depend  on  the  will  of  the 
Bank.  Being  payable  in  gold  on  demand,  every  one 
will  demand  gold  who  does  not  prefer  the  notes ;  and 
according  to  the  purpose  for  which  the  notes  are  re- 
quired, will  be  the  amount  and  duration  of  their  cir- 
culation. The  larger  denomination  of  notes  being 
employed  in  adjusting  transfers  of  capital  between 
dealers  and  dealers,  will  be  immediately,  or  after  a  very 
short  interval,  returned  to  the  Bank,  in  repayment  of 
previous  loans,  the  period  of  which  has  expired.  The 
smaller  denomination  of  notes,  being  principally  used  in 
transactions  in  retail,  between  dealers  and  consumers, 
will  circulate  for  a  longer  period;  and,  though  the  same 
notes  remain  only  for  a  limited  time  out  of  the  Bank, 
yet  a  certain  amount  of  money  being  constantly  re- 
quired for  the  purposes  of  daily  expenditure,  that 
amount  will  appear  constantly  in  circulation.  The 
amount  of  this  circulation  will  be  regulated  by  the 
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amount  of  incomes  devoted  to  daily  expenditure,  and, 
consequently,  the  power  of  the  Bank  to  keep  its  notes 
in  constant  circulation,  will  be  subject  to  the  same  hmit. 

"  You  may  vary  the  quality  of  the  circulation  in  any 
district  as  much  as  you  like,  but  not  the  quantity  of  it. 
In  other  words,  the  natural  demand  of  the  people  for 
money  to  serve  their  ordinary  dealings,  is  the  control- 
ling principle  of  these  local  circulations." — Mr,  H,  W. 
Hohhouse's  Mvidence  on  Banks  of  Issue,  10. 

Mr.  Hobhouse  afterwards  repeats,  "It  is  perfectly 
impossible  for  them  (the  country  banks)  to  increase 
the  amount,  beyond  the  amount  required  to  serve  the 
ordinary  traffic  of  the  place." 

In  Scotland,  the  issue  of  notes  was  unrestricted  by 
any  legislative  enactment  prior  to  1845.  Mr.  Blair, 
Treasurer  of  the  Bank  of  Scotland,  gives  the  following 
evidence: — "My  opinion  is,  that  all  the  notes  in  the 
country  are  returned  every  ten  or  eleven  days.  The 
notes  are  not  held  by  the  public,  but  are  paid  in  to 
their  accounts,  in  consequence  of  the  rate  of  interest 
allowed  by  the  Banks.  No  one  has  any  inducement 
to  keep  bank  notes  in  his  pocket,  and  the  general 
practice  of  the  country  keeps  the  circulation  at  the 
lowest  possible  rate."*  In  Scotland,  with  an  unrestrict- 
ed issue  of  notes,  down  to  the  value  of  one  pound,  and 
notwithstanding  the  increase  in  the  number  of  banks 
of  issue,  and  an  advance  in  commerce  almost  unprece- 

*  Minutes  of  Evidence  on  Banks  of  Issue,  qq.  17261,  727. 
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dented  in  any  other  country,  the  paper  circulation  has 
varied  very  Httle  in  amount  during  a  quarter  of  a  cen- 
tury. There  is  no  gold  in  circulation,  nor  would  an 
artisan  receive  gold  in  payment  of  his  wages,  without 
suspicion.  He  would  go  at  once  to  a  Bank  to  ex- 
change his  sovereign  for  a  one  pound  note.  This  is 
no  ignorant  prejudice;  he  knows  that  the  bank  note  is 
of  the  same  value  as  the  sovereign,  and  will  purchase 
the  same  quantity  of  commodities;  but,  though  satisfied 
of  the  security  of  the  Bank,  he  is  by  no  means  satisfied 
that  the  sovereign  is  genuine,  or  of  full  weight. 

Mr.  Anderson,  manager  of  the  Glasgow  Union 
Banking  Co.  is  asked, 

2324.  Do  you  conceive  that  the  circulation  is  suffi- 
ciently regulated,  by  your  simply  answering  the  de- 
mands of  your  customers  ?     I  think  so. 

2325.  Do  you  conceive  that  the  consequences  of 
restraining  your  loans  and  advances,  is  to  produce  any 
effect  on  your  circulation  ?  No  immediate  effect  on 
the  amount  of  our  circulation. 

2336.  Does  in  eventually?  The  circulation  is 
eventually  effected  by  the  languor  that  follows  a  pres- 
sure ;  when  wages  are  low,  and  people  are  out  of  em- 
ployment, there  is  less  money  circulating  among  them, 
and  our  circulation  is  diminished,  but  the  immediate 
effect  of  a  pressure  is  not  to  diminish  the  circulation. — 
Evidence  on  Banks  of  Issue, 

Wages  constitute  by  far  the  largest  portion  of  the 
revenues  or  incomes  of  the  community  devoted  to 
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daily  expenditure,  and  this  being  the  controlHng  prin- 
ciple of  the  local  circulation,  it  follows,  that,  when  wages 
are  low,  the  expenditure  of  the  community  is  reduced, 
and  the  circulation  diminished ;  the  power  of  purchase 
being  diminished,  so  is  the  demand  for  commodities ; 
and  the  demand  being  diminished,  the  supply  re- 
maining the  same,  prices  fall.  On  the  other  hand, 
when  wages  are  high,  the  amount  of  money  in  circu- 
lation is  increased,  and  this  power  of  purchase  being 
increased,  so  is  the  demand  for  commodities,  and,  the 
supply  being  the  same,  prices  rise.  In  these  cases, 
prices  rise  and  fall,  in  consequence  of  a  greater  or  less 
demand,  the  supply  being  the  same;  and  not  from  in- 
creased issues,  in  the  sense  understood  by  the  cur- 
rency party;  that  is,  increased  issues  of  capital  on 
loan,  for  the  purpose  of  speculation. 

But  when  the  prices  of  commodities  rise,  in  conse- 
quence of  increased  cost  of  production,  the  supply  re- 
maining the  same,  and  the  incomes  of  the  community 
the  same;  then  the  circulation  will  be  increased, 
because  a  larger  amount  of  incomes  must  be  devoted 
to  daily  expenditure,  to  purchase  an  equal  quantity 
of  commodities.  In  this  case  the  increase  of  circula- 
tion is  the  effect,  and  not  the  cause,  of  high  prices. 
On  the  other  hand,  if  an  article  of  such  general  con- 
sumption as  corn  should  rise  in  price,  in  consequence 
of  a  deficiency  in  the  supply,  the  circulation  may  not 
be  increased,  the  same  amount  being  sufficient  to  pur- 
chase the  smaller  quantity  distributed  to  each  indi- 
vidual in  the  communitv.  B 
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''  In  a  convertible  state  of  the  Currency,  given  the 
actual  and  contingent  supply  of  commodities,  the 
greater  or  less  demand  will  depend  not  on  the  total 
quantity  of  money  in  circulation  ;  but  on  the  quantity 
of  money  constituting  the  revenues,  valued  in  gold, 
of  the  different  orders  of  the  state,  under  the  head  of 
rents,  profits,  salaries,  and  wages,  destined  for  current 
expenditure."* 

The  power  of  issuing  notes,  convertible  into  gold  at 
the  will  of  the  holder,  is  thus  limited,  by  a  law  more 
certain  and  regular  in  its  operation  than  any  legisla- 
tive enactment.  And  the  influence  which  the  amount 
of  such  notes,  circulating  as  Currency,  has  on  prices, 
does  not  arise  from  any  voluntary  act  of  the  issuers, 
but  from  circumstances  over  which  they  have  no  con- 
trol, and  which  would  produce  exactly  the  same  effect 
on  the  Currency  and  on  prices,  were  the  Currency 
purely  metallic. 


III. 

Bank  notes  being  convertible,  any  legislative  inter- 
ference with  the  internal  management  of  the  Bank's 
affairs  can  only  disturb  and  complicate  operations, 
which,  left  to  the  discretion  of  those  whom  practical 
experience  has  qualified  to  conduct  them,  would  pro- 

*  Mr.  Tooke's  Enquiry  into  the  Currency  Principle,  p.  71. 
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ceed  with  much  greater  regularity  and  safety  to  the 
pubhc,  and  to  the  Bank  itself.  Were  it  possible  to 
secure  the  solvency  of  banks  of  issue,  and  the  conver- 
tibility of  their  notes,  by  legislative  restrictions,  it 
would  be  highly  proper  that  such  restrictions  should 
be  imposed,  provided  they  did  not  limit  that  freedom 
of  action  which  is  essential  to  a  healthy  state  of  com- 
merce. But  no  legislative  restrictions  can  insure  sol- 
vency ;  and,  without  that,  no  reserve  of  gold  will  insure 
the  convertibihty  of  notes.  Most  assuredly  the  Bill  of 
1844  has  no  such  influence. 

The  mode  in  which  it  was  proposed  to  insure  the 
convertibility  of  bank  notes,  and  to  keep  the  value  of 
paper  always  in  accordance  with  the  value  of  coin,  was 
by  fixing  an  arbitrary  limit  to  the  issues  of  the  banks, 
beyond  which  all  notes  were  to  represent  an  equal 
amount  of  gold,  held  in  the  coffers  of  the  Bank.  It 
was  imagined  that,  by  this  expedient,  an  adverse  ex- 
change, causing  an  export  of  gold,  would  force  the 
banks  to  contract  their  circulation,  and  that  the  por- 
tion of  paper  would  thus  maintain  its  proper  relation 
to  the  portion  of  gold  forming  together  the  whole  cur- 
rency in  circulation.  By  this  means,  too,  it  was  expect- 
ed that  fluctuations  in  prices,  supposed  to  be  caused 
by  expansions  and  contractions  of  the  currency,  would 
be  prevented.  How  such  a  scheme,  founded  on  such 
principles,  should  ever  have  been  entertained  by 
sound-headed,  practical  men,  does  seem  surprising; 
it  is  still  more  so,  that  they  should  still  adhere  to 
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principles,  the  fallacy  of  which  has  been  practically 
proved. 

It  is  understood  to  be  the  practice  of  every  well- 
managed  Bank  to  keep  a  reserve  of  gold,  or  securities 
that  can  immediately  command  gold,  equal  to   any 
demand  that  is  likely  to  arise.     What  the  amount  of 
this  reserve  ought  to  be,  must  depend  on  the  general 
traffic,  and  the  demand  for  currency,  in  the  district 
within  which  the  notes  circulate,  and  on  the  circum- 
stances which  may  occasionally  affect  the  amount  of 
that  circulation.     The  practical  knowledge  and  expe- 
rience of  the  banker  himself,  therefore,  can  abne  de- 
termine the  amount  of  reserve  which  ought  to  be  kept 
in  his  own  Bank ;  and  the  legislature,  having  no  practi- 
cal knowledge  of  the  matter,  are  quite  incompetent  to 
determine  this  point.     It  is  true  that  bankers  may 
neglect  this  prudent  precaution,  just  as  they  may  ne- 
glect a  much  more  important  part  of  their  duty — a 
prudent  regulatian  of  their  advances  of  capital.     But 
while  the  Bill  places  no  restriction,  and  can  place  no 
restriction,  on  improvident  advances  of  capital,  neither 
can  it,  by  obliging  the  banker  to  hold  a  reserve  of 
gold,  thereby  secure  the  convertibility  of  his  notes.  It 
appears  to  me  that  the  only  security  for  convertibility 
is  the  solvency  of  the  Bank.     A  solvent  Bank  will 
make  sufficient  provision  for  all  its  obligations,  and, 
among  others,  for  the  payment  of  any  amount  of  its 
notes,  in  gold,  that  are  at  any  time  likely  to  be  pre- 
sented for  that  purpose.     The  mere  possession  of  a 
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reserve  of  gold,  equal  to  a  third,  or  a  half,  or  even  the 
whole  of  its  circulation,  by  an  insolvent  bank,  will 
never  secure  the  convertibility  of  its  notes. 

A  demand  for  gold  can  only  arise  from  one  or  other 
of  two  causes— a  demand  for  exportation,  or  a  run,  in 
consequence  of  suspicion  of  the  Bank's  solvency.  If 
the  demand  arise  from  the  first  cause,  it  will  operate 
either  through  the  deposits  in  the  Bank,  or  through 
bills  of  exchange  offered  for  discount ;  the  former  must 
be  met  by  immediate  payment ;  the  latter,  being  an 
application  for  a  loan,  may  be  refused.  But  the  notes 
in  active  circulation  as  Currency  can  never  be  presented 
for  this  purpose.  They  are  required  for  the  purpose 
of  daily  expenditure — they  are  held  in  small  sums,  in 
many  hands — they  are  the  instrument  by  which  the 
distribution  and  expenditure  of  income,  and  not  the 
transfer  of  capital,  is  effected. 

On  the  other  hand,  if  a  run  for  gold  is  caused  by 
suspicion  of  insolvency,  it  will  operate  both  through 
the  deposits  and  the  notes  in  circulation ;  but,  then, 
the  deposits  may  be  ten  times  the  amount  of  the  notes 
in  circulation,  and,  being  also  payable  on  demand,  will 
exhaust  any  amount  of  gold  held  by  any  Bank,  under 
this  Bill,  before  a  tithe  of  the  notes  can  be  presented 
for  payment. 

The  aggregate  circulation  of  the  Joint  Stock  Banks 
in  Scotland  is  about  £3,500,000,  and  the  amount  of 
gold  held  by  them  under  the  present  act,  is  about 
£1,300,000.     The  deposits  in  these  Banks  amount. 
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probably,  to  £30,000,000.  The  security  on  which 
the  people  of  Scotland  rely  is  the  solvency  of  the  banks, 
and  this  they  know  to  be  insured  by  large  capital  in 
in  the  first  place,  but  still  more  by  the  unlimited  lia- 
bility of  every  shareholder  in  a  numerous  copartnery 
whose  names  are  published  regularly  in  the  Gazette. 
Their  notes  are  always  convertible,  in  the  only  sense 
of  any  importance  to  the  community ;  they  are  con- 
vertible into  commodities,  and  command  the  same 
quantity  of  commodities  that  gold  would  command.* 

Variations  in  the  amount  of  the  circulating  Cur- 
rency, then,  do  not  influence  prices,  as  the  partisans 
of  the  Currency  theory  suppose ;  neither  is  the  amount 
of  the  circulating  Currency  affected,  directly  and  im- 
mediately, by  the  banks  contracting  their  advances  of 
capital. 

An  adverse  exchange,  causing  an  exportation  of 
gold,  forces  all  bankers,  non-issuing  as  well  as  issuing, 
to  contract  their  advances  on  loan  and  discount  of 
bills,  but  not  the  amount  of  their  notes  in  circulation 
as  Currency.  On  the  ave  of  what  is  called  a  pressure 
on  the  money  market,  the  banks,  generally,  have  been 


*  The  retail  price  of  most  articles  of  general  consumption  is 
lower  in  Edinburgh  and  Glasgow,  where  the  currency  is  entirely 
paper,  than  in  London,  where  the  largest  portion  of  the  mixed 
currency  is  gold.  This  arises  from  the  rent  of  houses  and  shops, 
the  local  taxes,  and  some  other  items  of  yearly  expenditure,  being 
less  in  Scotland  than  in  London;  and  this  difference  is  equivalent 
to  an  addition  to  the  cost  of  'production  of  the  commodities  in 
London. 
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thus  contracting  their  advances,  and  there  is  an  in- 
creased demand  for  money,  not  for  circulation  or  Cur- 
rency, but  for  employment  as  capital. 

The  adverse  exchange  causes  a  demand  for  gold  for 
exportation,  because  we  have  a  balance  to  pay  for 
commodities  imported — corn,  for  example — beyond  the 
amount  of  our  commodities  exported, — ^which  balance 
must,  therefore,  be  paid  in  gold.  This  is  an  export 
of  so  much  capital,  and  reduces,  by  the  same  amount, 
the  disposable  capital  in  tliis  country.  There  is,  then, 
a  scarcity  of  floating  capital,  an  increased  demand  for 
it,  and  a  higher  rate  of  interest ;  and  Banks,  having 
less  capital  at  their  disposal,  contract  their  advances 
to  merchants.  The  very  same  effect  would  follow  the 
same  cause,  were  the  Currency  purely  metallic,  and 
without  any  such  restrictions  as  those  imposed  by  the 
Bill  of  1844.  And  though  Banks  may  disregard  the 
indications  of  an  approaching  pressure,  and  neglect  a 
timely  and  prudent  contraction  of  their  advances,  the 
pressure  on  their  deposits  will  at  last  force  them  to  do 
so — too  suddenly,  it  may  be,  and  to  the  great  incon- 
venience and  derangement  of  commercial  operations. 
But  this  has  no  connection  with  the  amount  of  their 
circulation,  which  is  only  eventually,  and  not  imme- 
diately, affected,  and  which  alone  the  Bill  pretends 
directly  to  regulate.  No  legislative  enactment  can 
force  men  to  act  with  prudence  and  foresight ;  and 
that  some  bankers,  by  a  timely  and  gradual  contrac- 
tion of  their  advances,  may  mitigate  the  severity  of  a 
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pressure  ;  while  others,  acting  without  foresight,  may 
occasion  great  inconvenience  to  their  customers,  will 
always  remain  the  distinction  between  prudent  and 
imprudent  management. 


IV. 


The  assumption,  altogether  erroneous,  that  a  me- 
tallic Currency  must  necessarily  contract  and  expand 
with  every  export  and  import  of  gold;  and  that  a  paper 
Currency  ought  to  be  made  to  contract  and  expand  in 
the  same  manner,  is,  I  conceive,  the  fundamental  prin- 
ciple of  the  Currency  theory.  It  was,  therefore,  held 
that  a  neglect  of  attention  to  this  principle  must  pro-^ 
duce  ^^an  unnatural  state  of  the  Currency,"  depreciate 
bank  notes  below  the  value  of  the  coin  which  they  re- 
present, and  ajffect  the  price  of  commodities. 

The  source  of  this  error  lies,  as  we  have  seen,  in 
imagining  that  all  the  gold  exported  must  necessarily 
be  taken  from,  and  all  the  gold  imported,  added  to,  the 
amount  of  money  circulating  in  the  country,  when  the 
Currency  is  metalHc;  and  that,  under  the  new  system, 
all  the  Bank  of  England  notes  paid  for  gold  must  be 
taken  from  the  amount  circulating  in  the  hands  of  the 
public,  and  that  all  the  gold  imported  would  be  paid 
into  the  Bank  in  exchange  for  notes,  which  would  go 
into  circulation  in  the  hands  of  the  public.     I  hope  I 
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have  shown,  with  sufficient  clearness,  that  this  is  an 
error  in  theory,  and  that  it  has  been  proved  to  be  so 
in  actual  practice.  * 

It  is  beyond  question,  that  neither  the  Bank  of 
England,  nor  all  the  country  Banks  collectively,  can, 
by  any  direct  operation,  expand  or  contract  their  cir- 
culation ;  and  that  the  amount  of  their  circulation  has 
no  direct  influence  on  prices,  or  on  foreign  exchanges. 
The  only  way  in  which  Banks  can  influence  exchanges, 
is  by  a  forcible  operation  on  securities ;  that  is,  by  a 
great  advance  of  interest  on  the  one  hand,  or  a  great 
reduction  of  interest  on  the  other.  In  the  first  case, 
a  high  rate  of  interest  will  reduce  the  price  of  the 
government  funds  and  all  other  securities,  and  attract 
capital  from  foreign  countries ;  in  the  latter  case,  a  low 
rate  of  interest  will  force  capital  to  foreign  countries 
for  investment.  By  this  means  a  drain  of  gold  may 
be  arrested,  or  an  excessive  influx  checked. 

It  is  a  mistake,  however,  to  suppose  that  prices  of 
commodities  are  directly  affected  by  such  an  operation. 
Prices  must  ultimately  be  regulated  by  the  relation  of 
the  supply  to  the  demand,  and  can  only  be  indirectly 
afiected,  through  the  medium  of  credit,  by  any  forcible 
operation  of  the  Bank  on  its  securities. 

The  effect  which  a  great  advance  in  the  rate  of  in- 
terest has  on  prices,  will  depend  on  the  previous  state 
of  the  market.     If  very  large  supplies  are  held  at  spe- 

*  See  page  4. 
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culative  prices,  the  high  rate  of  interest,  operating  on 
credit,  may  force  speculators  to  bring  their  stocks  into 
the  market,  and  the  supply,  which  had  previously  been 
artificially  contracted,  may  now  exceed  the  demand  for 
consumption :  in  this  case  prices  will  fall,  and  the  sur- 
plus, beyond  what  is  necessary  to  meet  the  home  de- 
mand, will  be  exported.  But  if  the  stock  of  commo- 
dities does  not  exceed  the  demand  for  consumption,  a 
high  rate  of  interest  will  not  affect  prices,  unless  the 
pressure  be  so  great  as  to  cause  a  temporary  suspension 
of  commercial  operations  and  of  manufactures.  In 
this  case  incomes  are  affected,  many  persons  are  thrown 
out  of  employment,  wages  are  low,  and  the  fall  of 
prices  is  caused  by  decreased  demand,  arising  from  a 
diminution  of  the  power  to  purchase  in  the  community 
of  consumers.  In  this  case,  however,  a  fall  of  prices 
will  not  necessarily  lead  to  exportation,  unless  the 
commodities  are  such  as  there  is  a  demand  for  in  foreign 
markets ;  and  the  first  articles  exported  will  be  those 
for  which  the  demand  is  greatest  in  the  markets  of  the 
world.  In  the  beginning  of  this  year,  the  stocks  of 
nearly  all  commodities  were  moderate,  of  some  unusally 
low,  and  none  could  be  said  to  be  held  at  high  spe- 
culative prices.  It  is  well  known  that  the  sudden  and 
great  advance  of  interest,  in  the  beginning  of  May,  and 
the  severe  pressure  operating  upon  credit,  forced  holders 
of  corn  to  sell,  and  about  a  hundred  and  twenty  thou- 
sand quarters,  I  believe,  were  exported  to  the  Continent. 
A  week  or  two  later,  the  same  cause  led  to  sales  of 
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cotton  for  export.  The  supply  of  both  these  articles, 
being  notoriously  deficient  in  all  markets,  created  a 
general  demand  for  them ;  and  they  were,  of  all  others, 
the  very  articles  we  could  least  afford  to  part  with. 

It  is  evident,  then,  that  while  variations  in  the 
amount  of  the  circulating  Currency  do  not  directly 
affect  prices,  and  have  no  influence  on  exchanges; 
variations,  in  the  rate  of  interest,  exercise  a  most  im- 
portant influence  on  commercial  credit.  The  Bill  of 
1844  has  certainly  not  had  the  influence  in  regulating 
the  Currency  which  it  was  intended  to  exercise,  and 
the  important  consideration  remains,  whether  the  lia- 
bility to  great  and  abrupt  changes,  in  the  rate  of  in- 
terest, is  greater  under  the  operation  of  that  Bill,  than 
it  would  be  under  a  more  free  system  of  Banking. 


V. 

I  CANNOT  see  how  the  division  of  the  Bank  of  Eng- 
land into  two  departments,  for  banking  and  for  issue, 
can  aflect,  in  the  slightest  degree,  the  principles  on 
which  the  Directors  of  the  Bank  conduct  their  busi- 
ness. Their  transactions  are  of  the  same  kind  with 
those  of  other  Banks — they  receive  deposits,  discount 
bills,  lend  over  securities ;  in  short,  they  are^  like  all 
other  Bankers,  dealers  in  capital,  and  issue  their  own 
notes  in  the  course  of  these  transactions.  Tlie  notes 
which  they  issue  as  loans  of  capital  must  be  returned. 
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in  repayment  of  former  loans  of  capital,  and  the  efflux 
and  reflux  of  these  notes  must  ultimately  balance  each 
other.  The  gold  drawn  out  through  their  deposits,  is 
the  repayment  of  a  loan  from  the  depositor  to  the 
Bank ;  and  the  gold  exchanged  for  notes  is  the  pay- 
ment of  their  own  promise  to  pay  on  demand,  for 
which  they  must  previously  have  received  value.  In 
all  this,  there  is  no  difference  between  the  business  of 
the  Bank  of  England  and  the  business  of  any  other 
Bank,  except  its  greater  magnitude. 

In  all  other  Banks,  however,  when  the  notes  pre- 
viously issued  are  returned  in  repayment  of  loans, 
they  are  suposed  to  be  withdrawn  from  circulation — 
and  so  they  are  in  truth,  and  no  more  form  a  part  of 
the  circulation  of  the  country,  than  if  they  had  never 
been  issued  ;  but  notes  thus  returned  to  the  Bank  of 
England,  are  held  in  the  banking  department,  *  and 
appear  in  the  published  returns  as  still  in  circulation. 
Suppose  the  notes  apparently  in  circulation,  from  the 
return  of  the  issue  department,  to  be  £23,000,000,  of 
which  the  whole  is  in  actual  circulation  beyond  the  walls 
of  the  Bank  ;  and  that  in  the  course  of  the  week 
£1,000,000,  are  returned  to  the  banking  department: 
this  £1,000,000  no  longer  constitutes  an  obligation  on 
the  part  of  the  Bank  to  pay  gold;  to  this  extent  its 
obligations  are  diminished.  Of  what  practical  utility, 
then,    is    the     publication    of    the     circulation    at 

*  They  may  be  destroyed  and  replaced  by  new  notes,  which  just 
comes  to  the  same  thing. 
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£23,000,000,  or  the  strange  illusion,  tliat  one  room 
in  the  Bank  is  the  creditor  of  anotlier  room  in  the 
same  Bank  ? 

Suppose  the  circulation  of  a  Joint  Stock  Bank  in 
Scotland  to  be  £300,000,  as  returned  in  the  Gazette, 
and,  from  tho  re-payraent  of  loans,  it  is  reduced  to 
£200,000  ;  this  amount  appearing  in  the  next  public 
return,  shows  the  actual  amount  of  notes  in  cir- 
culation ;  and  though  the  Bank  may  re-issue  the 
£100,000,  it  is  not  thought  necessary,  in  the  mean- 
time, to  place  the  notes  in  one  drawer,  and  the  gold 
in  another,  and  imagine  that  the  Bank  is  its  own 
debtor  and  its  own  creditor,  for  the  same  sum. 

There  seems  to  be  no  little  practical  evil,  however, 
in  this  new  arrangement  of  the  Bank  of  England. 
Merchants  and  bankers  can  never,  I  should  think, 
look  to  the  return  of  the  issue  department,  without 
deducting  therefrom  the  amount  of  notes  in  the 
banking  department,  if  they  want  to  know  the  real 
position  of  the  Bank.  But  the  public,  generally, 
who  do  not  understand  this  juggle,  may  imagine 
that  the  Bank  holds  £8,000,000  of  bullion  against 
£22,000,000  of  notes  in  circulation,  and,  conse- 
quently, that  she  cannot  pay  a  single  sovereign, 
nor  issue  a  single  note;  when,  in  fact,  there  are 
£3,000,000  of  notes  in  the  banking  department,  or, 
in  other  words,  £3,000,000  of  gold  above  the  statu- 
tory limit. 

But  this  inconvenience  bears  no  comparison  with 
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the  dangerous  illusion,  that  this  is  "a  self-acting  ma- 
chine" for  regulating  the  Currency,  and  that,  let  the 
Directors  do  as  they  please,  there  can  neither  be  ex- 
cessive issue  nor  imprudent  advances,  and  that  the 
amount  of  circulation  will  conform  itself,  of  its  own 
accord,  to  the  amount  of  bullion  in  reserve.  The 
Directors  really  appear  to  have  acted  under  this  illu- 
sion. They  found  that  the  large  amount  of  bullion 
which  had  accumulated  in  the  course  of  last  year,  was 
very  unprofitably  employed  in  the  cellars  of  the  bank, 
and  they  increased  their  advances  on  discount  of  bills, 
by  £6,300,000,  between  the  18th  September  and  the 
5th  April  last.  The  amount  of  notes  in  circulation  at 
the  former  period  was,  by  the  returns  of  the  issue 
department,  about  £29,000,000,  and  at  the  latter 
period  £23,000,000 ;  and  thus  the  "  self-acting  ma- 
chine" had  acted  beautifully ;  the  notes  in  circulation 
had  decreased  six  millions,  and  the  sympathetic  bul- 
lion had  left  the  bank  to  the  same  extent,  obedient  to 
the  self-acting  principle.  This  accordance  between 
the  fluctuations  of  paper  and  bullion  had  been  brought 
about  in  a  manner  not  very  consistent  with  the  Cur- 
rency theory,  viz.  by  the  bank  increasing  its  advances 
to  merchants !  » 

But,  on  looking  again  at  the  returns,  it  will  be 
found  that,  at  the  September  period,  the  banking  de- 
partment held  nine  miUions,  and,  at  April,  three  mil- 
lions in  notes ;  so  that,  after  all,  the  true  circulation 
at  both  periods  was  £20,000,000.     In  this  view  of  the 
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case,  the  self-acting  principle  had  signally  failed,  and 
an  efflux  of  bullion,  to  the  extent  of  six  millions,  had 
taken  place,  without  any  corresponding  diminution  in 
the  amount  of  the  paper  circulation. 

The  Directors,  it  is  said,  did  not  '^  act  up  to  the  spi- 
rit of  the  bill"  But,  alas  !  when  did  fallible  men  act 
up  to  the  spirit  of  any  law  ?  If  the  machine  were 
really  a  "self-acting''  one,  surely  acting  up  to  the 
letter  of  the  law  should  have  insured  its  success.  And 
if  it  was,  indeed,  expected  that  the  bill  would  inspire 
Bank  Directors  with  caution  and  foresight,  in  spite  of 
the  very  natural  conclusion  that,  with  a  self-acting 
machine,  no  foresight  was  necessary,  one  can  only 
wonder  how  an  acute  and  experienced  statesman 
should  have  laboured  under  the  delusion,  that  human 
laws  could  ever  exercise  so  superhuman  an  influence. 

But  to  return  to  the  Bank.  The  Directors,  acting 
on  the  same  principle  as  other  bankers — that  is  to  say, 
trying  to  make  as  much  of  their  money  as  possible, 
and  relieved  by  the  "self-acting  machine"  from  the 
necessity  of  "  vigilantly  observing  the  causes  which 
influence  the  efflux  and  influx  of  coin,  and  regulating 
their  issues  accordingly"* — did  increase  their  advances 
by  discount,  as  I  have  stated,  up  to,  or  rather  beyond, 
the  time  when  those  who  were  vigilantly  observing, 
not  the  variations  in  the  paper  circulation,  but  the 
causes  which  influence  exchanges  abroad,  and  the  dis- 

•  Speech  by  Sir  Robert  Peel  on  the  Renewal  of  the  Bank  Char- 
ter, p.  27. 
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tribution  of  capital  at  home,  foresaw  tbe  pressure 
which  a  few  weeks  must  bring  on  the  money  market. 
The  Directors,  then,  to  recover  their  position,  and  to 
check,  if  possible,  the  efflux  of  gold,  not  only  suddenly 
raised  the  rate  of  interest,  but  refused  to  discount  any 
bills  having  more  than  a  limited  period  to  run.  The 
disposable  capital  in  the  country,  liad  already  been 
greatly  reduced  by  investment  in  railways;  it  was 
being  still  farther  reduced  by  exports  of  gold  to  the 
United  States  ;  the  reserves  of  private  bankers  were 
probably  low,  or,  for  their  own  safety,  they  were  un- 
willing to  reduce  them,  and  a  pressure  was  felt  on  the 
money  market,  altogether  unprecedented,  I  believe,  in 
the  city  of  London.  Remittances  from  India,  at  the 
regular  usance  of  the  trade,  having  six  months  to  run, 
were  inconvertible  at  any  rate  of  discount,  and  even 
the  acceptances  of  London  bankers  to  country  Banks, 
at  twenty  days,  were  in  some  cases  refused.  There 
can  hardly  be  said  to  have  been  a  panic — for  the  worst 
element  in  a  panic,  suspicion  of  private  credit,  was 
wanting.  But  this,  I  believe,  arose  entirely  from 
the  fact,  that  there  had  been  no  extravagant  specula- 
tions in  trade,  that  stocks  of  all  commodities  were  un- 
usually low,  and  commercial  operations  generally 
within  safe  compass.  The  fear  was,  not  of  insolveney, 
but  that  commercial  firms  of  high  respectability  might 
be  forced  to  suspend  payment,  with  property  in  their 
possession  far  beyond  the  amount  of  their  obliga- 
tions. 
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In  the  midst  of  this  pressure  and  alarm,  there  were 
persons,  Directors  of  the  Bank  of  England  among  the 
number,  who  insisted  that  the  whole  was  a  panic,  an 
illusion ;  that  there  was  no  scarcity  of  money,  and 
could  be  no  scarcity  of  money,  while  the  Bank  had 
more  than  twenty  millions  of  notes  in  circulation.  As 
well  might  it  have  been  said  that  there  was  no  scarcity 
of  gold,  and  could  be  no  scarcity  of  gold,  while  the 
country  had  thirty  or  forty  millions  of  sovereigns  in 
circulation. 

In  Lancashire,  and  still  more  in  Liverpool,  the 
pressure  was  much  more  severely  felt  than  in  London  ; 
the  system  of  Banking,  in  that  part  of  the  country, 
making  the  Bankers,  and,  consequently,  the  whole 
commercial  community,  dependent  on  the  Bank  of 
England.  In  Scotland,  on  the  other  hand,  although 
the  influence  of  the  crisis  is  felt,  and  though  it,  un- 
doubtedly, is  producing  the  same  effects  as  in  Eng- 
land, the  pressure  has  not  yet  been  felt  to  nearly  the 
extent  which  it  has  in  the  southern  division  of  the 
island.  Bills  have  not  been  refused  discount,  merely 
on  account  of  their  dates;  the  rate  of  interest  has  not 
been  so  abruptly  raised;  cotton  factories  have  not  en- 
tirely stopped  work,  and  only  a  few  are  working  half 
time ;  and  this  is  to  be  attributed,  beyond  question, 
to  a  better  system  of  Banking. 

I  by  no  means  intend  to  impute  the  existing  em- 
barrassments of  the  country  to  the  bill  of  1844  as  a 
primary  cause.     It  had  not  operated  directly,  either 
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for  good  or  evil,  until  the  crisis  had  actually  arrived. 
But,  indirectly,  it  appears  to  have  led  the  Directors  of 
the  Bank  of  England,  relying  on  the  self-acting  prin- 
ciple, to  watch  less  vigilantly  than  they  should  have 
done,  the  causes  which  influence  the  efflux  and  influx 
of  gold,  and  to  place  themselves  in  a  position  which 
forced  them  to  adopt  measures  of  much  greater  strin-- 
gency,  than  the  circumstances  appear  to  warrant. 

There  had  been  no  extravagant  commercial  specu- 
lations, there  were  no  large  stocks  of  commodities  held 
at  speculative  prices ;  the  prices  of  all  commodities 
were  moderate,  with  the  exception  of  corn  and  cotton, 
two  prime  necessaries  of  our  commercial  life;  and,  of 
these,  the  supply  was  notoriously  deficient.  Com- 
mercial credit  was  unshaken,  and  there  was  no  sound 
reason  why  the  Bank  should  not  continue  the  usual 
facilities  to  the  commerce  of  the  country. 

But  though,  on  sound  banking  principles,  the  Bank 
was  not  compelled  to  "put  on  the  screw,"  as  it  is 
called,  to  the  extremity  of  pressure  which  was  created, 
yet  the  restrictions  of  the  Bill  had  left  them  no  choice 
of  action.  The  export  of  gold  to  the  United  States 
had  reduced  the  reserve  of  bullion  to  about  eight  mil- 
lions, and,  in  all  probability,  the  demand  was  nearly 
satisfied.  But,  unfortunately,  the  amount  of  gold  in 
the  Bank  is  known,  and  the  probable  extent 'of  the 
drain  is  only  conjectured ;  and  it  was  scarcely  to  be 
expected,  that,  having  approached  so  near  to  their 
statutory  Hmits,  the  Directors  would  risk  their  own 
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charter,  for  the  safety  or  convenience  of  the  commerce 
of  the  country. 

But  for  the  Bill,  the  Directors  appear  to  have  had 
very  little  cause  for  alarm.  The  drain  has  apparently 
ceased,  and  the  Bank  has  since  been  recovering,  in 
some  degree,  a  better  position;  but  had  the  drain  con- 
tinued, it  must,  I  think,  have  operated  through  the 
deposits,  and,  in  spite  of  "the  screw,"  the  Bank  might 
have  been  placed  in  a  very  critical  state.  In  fact,  it 
might  have  been  forced  to  suspend  payment,  with  four 
or  five  millions  of  specie  in  its  coffers. 

The  restrictions  of  the  Bill  undoubtedly  increased 
the  difficulties  of  the  first  week  in  May,  but  1  have 
the  strongest  convictions,  that  frequent  and  abrupt 
transitions  from  a  low  to  a  high  rate  of  interest,  are 
much  more  to  be  apprehended  from  a  single  Bank 
issue,  with  the  immense  power  of  the  Bank  of  Eng- 
land, than  from  the  action  of  a  number  of  properly 
constituted  Joint-Stock  Banks.  I  beheve  that  great 
fluctuations  in  the  rate  of  interest,  to  the  undue  en- 
couragement of  speculation  at  one  time,  and  injurious 
pressure  on  credit  at  another,  are  almost  unavoidable 
consequences  of  a  single  Bank  of  issue  of  such 
magnitude.  I  have  no  doubt  that  in  this,  as  in 
everything  else  connected  with  the  commerce  of  the 
country,  both  economy  and  safety  are  to  be  found  in 
division  of  labour,  and  freedom  from  legislative  inter- 
ference. 


36 


VL 


I  am  afraid  that  the  cry  of  "free  trade  in  banking," 
proceeds  from  very  ill-defined  notions  in  some  quar- 
ters, and  very  dangerous  ones  in  others,  as  to  what 
that  freedom  ought  to  be.     The  Currency  theories  of 
the  Birmingham  school  are    not  very  likely  to   be 
adopted  by  any  political  economist  of  sound  mind, 
and  are  probably  little  thought  of  beyond  the  city  of 
their  birth ;  but  there  is  evidently  a  feeling  in  many 
minds,  especially  in  the  adherents  to  the  Peel  and 
Jones  Loyd  theory,  that  every  divergence  from  their 
principles  is  a  perilous  approach  towards  the  sixpenny 
shillings,    and    inconvertible  paper,  of  the    opposite 
extreme.     The  proposal,  therefore,  to  abolish  the  ex- 
clusive privilege  of  a  single  Bank  of  issue,  and  to  per- 
mit the  establishment  of  Joint- Stock  Banks  of  issue 
in  London,  and  throughout  the  country,  is  not  likely, 
I  am  aware,  to  attract  much  serious  consideration,  or 
receive  any  influential  support.     Believing,  however, 
that  the  system,  which  has  been  followed  with  signal 
success   for   more  than   a    century,  in  Scotland,    is 
founded  on  sound  economical  principles,  and  that  the 
same  principles  must,  necessarily,  produce  the  same 
results,  if  rigidly  adhered  to,  elsewhere  ;  I  can  see  no 
good  reason,  and  have  never  heard  any  conclusive 
argument,   why   the   same    system   should    not    be 
adopted  in  England.     1  am  aware  that  Joint-Stock 
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Banks. have  been  established  in  England,  on  what  was 
called  the  Scotch  system,  and  that  persons  who  had 
been  employed  in  Scotch  Banks,  were  appointed  to 
manage  them.  In  no  instance,  that  I  know,  has  the 
system  been  fully  carried  out,  however,  and  I  think  it 
may  fairly  be  said,  that  it  has  never  been  tried. 

What  I  understand  by  the  principle  of  free  trade, 
is,  the  removal  of  all  impediments  to  a  free  interchange 
of  commodities  among  the  nations  of  the  world  ;  and 
by  free  trade  in  banking,  were  I  to  adopt  a  phraseo- 
logy which  does  not  appear  to  me  very  appropriate  to 
the  subject,  I  should  mean  freedom  from  any  legisla- 
tive interference  with  the  internal  arrangements  of  a 
banker's  business. 

"  Our  general  rule,''  says  Sir  Robert  Peel,  ^^  is  to 
draw  a  distinction  between  the  privilege  of  issue  and 
the  conduct  of  the  ordinary  banking  business.  We 
think  they  stand  on  an  entirely  different  footing.  We 
think  that  the  privilege  of  issue  is  one  which  may  be 
fairly  and  justly  controlled  by  the  state,  and  that  the 
banking  business,  as  distinguished  from  issue,  is  a 
matter  in  respect  to  which  there  cannot  be  too  unli- 
mited and  unrestricted  a  competition.  The  principle 
of  competition,  though  unsafe,  in  our  opinion,  when 
applied  to  issue,  ought,  we  think,  to  govern  the  busi- 
ness of  banking."* 

If  this  distinction  were  drawn  between  non-issuing 

*  Speech  on  the  Renewal  of  the  Bank  Charter,  p.  38. 
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banks  and  banks  of  issue,  it  would  be  intelligible, 
whether  the  principle  were  sound  or  not.  I  think 
it  unsound,  in  the  first  place,  because  the  danger  from 
imprudent  banking  does  not  arise  from  the  manage- 
ment of  issues,  but  from  the  general  banking  business, 
in  respect  to  which  Sir  Robert  Peel  thinks  competi- 
tion cannot  be  too  unlimited  and  unrestricted.  The 
imprudent  advances  of  capital  to  speculators,  which  is 
the  real  danger  from  bad  banking,  proceeds  from  a 
competition  in  business,  to  which  non-issuing  Banks 
and  bill-brokers  are  just  as  subject  as  Banks  of  issue. 
But  the  controlling  the  issues,  and  not  interfering 
with  the  banking  business  of  a  Bank  of  issue,  appears 
to  me  to  involve  a  contradiction  in  terms,  at  all  events 
in  practice.  In  the  first  place.  Sir  Robert  Peel  takes 
on  himself  to  determine  a  very  important  point  in  the 
banking  business:  viz.  what  amount  of  reserve  the 
Bank  ought  to  hold,  to  meet  any  demand  for  gold 
which  may  arise ;  in  the  second  place,  he  positively 
prohibits  any  Bank  of  issue  holding  this  reserve  in  go- 
vernment securities  or  exchequer  bills,  or  even  in  a 
deposit  in  the  Bank  of  England,  which  can  imme- 
diately command  gold,  or  in  any  shape  but  gold  coin  ; 
so  that  every  Bank  of  issue  in  the  country  is  forced  to 
hold  a  considerable  amount  of  gold,  beyond  the  amount 
prescribed  by  law,  lest  some  unexpected  issue  for  a 
single  day  should  bring  the  Bank  within  the  statutory 
penalty ;  and,  lastly,  a  prudent,  well-managed  Bank, 
with  a  moderate  circulation,  may  have  its  gold  drawn 
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out  by  depositors,  at  an  hour  or  two's  notice,  and  with 
no  possibility  of  contracting  its  circulation.  It  has  no 
alternative  here,  bnt  either  to  violate  the  statute,  or  to 
suspend  payment  on  a  demand,  for,  perhaps,  a  few  thou- 
sand pounds,  which  might  have  been  safely  paid,  and  re- 
placed in  a  couple  of  days.  If  this  be  not  interfering 
with  banking  business,  I  really  do  not  know  what  in- 
terference in  the  private  business  of  a  Bank  is.  That 
any  Bank,  having  a  demand  for  gold  made  upon  its 
deposits,  might  be  placed  in  this  dilemma,  is  quite 
evident.  That  the  same  thing  might  happen  to  the 
Bank  of  England,  is  not  only  possible,  but,  in  certain 
circumstances,  of  no  improbable  occurrence,  is  inevi- 
table. And  thus,  as  Dr.  Johnson  observes,  "  experi- 
ence becomes  the  great  test  of  truth,  and  is  perpetu- 
ally contradicting  the  theories  of  men." 

The  bill,  though  professedly  restricting  the  issue  of 
notes,  does  really  restrict  the  issue  of  coin ;  and  while 
we  maintain  that  the  amount  of  notes  in  circulation  is 
controlled  by  a  natural  law,  which  the  Bank  cannot 
transgress,  it  is  singular  that  Sir  Robert  Peel  believes 
that  the  export  of  gold  is  hmited  by  a  law  of  the  same 
kind,  without  the  necessity  for  any  legislative  inter- 
ference. 

"  Gold  will  not  leave  this  country,  unless  gold  be 
dearer  in  some  other  country  than  in  this.  It  will 
not  leave  this  country  merely  because  it  is  gold,  nor 
while  there  is  any  article  of  our  produce  or  manufac- 
ture which  can  bo  exported  in  exchange  for  foreign 
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produce  with  a  more  profitable  return.  If  gold  be  in 
any  country  the  common  medium  of  exchange ;  or  if 
promissory  notes,  which  perform,  in  part,  the  func- 
tions of  gold  coin,  are  at  all  times  and  under  all  cir- 
cumstances of  equal  value  with  gold,  and  are  instantly 
convertible  into  gold ;  there  are  causes  in  operation, 
which,  without  any  interference  on  our  part,  will  con- 
fine, within  known  and  just  limits,  the  extent  to 
which  gold  can  be  exported."  * 

If  the  promissory  notes,  which  perform  the  func- 
tions of  gold  coin,  are  at  all  times  of  the  same  value 
with  the  coin,  which  convertible  notes  really  are,  I  do 
not  see  why  they  must  necessarily  be  ^^ instantly  con- 
vertible." Bank  of  England  notes,  to  the  extent  of 
between  ten  and  twelve  millions,  are  not  instantly 
convertible — that  is,  they  could  not  be  instantly  con- 
verted into  gold  coin.  But,  for  all  practical  purposes, 
they  are  convertible,  and  are  of  the  same  value  as  the 
gold  coin  for  which  they  are  a  substitute,  which,  indeed, 
requires  no  argument,  since  every  man  knows  that  a 
Bank  of  England  note  for  £5  will  purchase  exactly 
the  same  quantity  of  commodities  as  five  sovereigns. 
The  truth  is,  that  Bank  notes  are  of  equal  value  with 
coin,  not  because  the  Bank  holds  a  certain  amount  o* 
bulHon  in  its  coffers,  but  because  the  Bank,  in  respect 
to  all  its  engagements,  is  solvent ;  not  because  all  the 
notes   in  circulation    can  be  instantly  converted  into 

*  Speech  on  Renewal  of  the  Bank  Charter,  p.  17. 
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gold,  which  nobody  beheves,  but  because  all  are  vdti" 
mately  convertible,  and  because  all  those  at  all  likely 
to  be  presented  for  such  a  purpose  matj  he  instantly 
converted  into  gold,  which  everybody  believes.  In  fact, 
everybody  will  beUeve  this,  so  long  as  the  bank's  doors 
are  open — for  nobody  imagines  that  the  government 
would  allow  the  bank  to  suspend  payment,  from  mere 
admiration  for  a  fanciful  theory. 

Faith  in  the  solvency  of  the  Bank,  then,  is  the  main 
element  in  the  convertibihty  of  notes,  which  secures 
their  equal  value  with  gold  coin.  The  note  is  a  form 
of  credit,  just  as  much  as  a  bill  of  exchange,  and  the 
value  of  both  depends  on  the  known  solvency  of  the 
obligant. 

All  that  is  necessary  on  the  part  of  the  legislature, 
therefore,  is  to  take  every  reasonable  precaution  to 
insure  the  solvency  of  Banks  of  issue ;  and  I  conceive 
that  the  only  mode  in  which  this  can  be  done,  is,  by 
confining  the  privilege  of  issue  to  Joint- Stock  Banks 
having  a  certain  amount  of  paid  up  capital,  in  shares 
not  under  a  certain  amount,  and  the  partners  of  which 
shall  be,  individually  and  collectively,  Hable  for  all  the 
obligations  of  the  Bank.  This,  with  a  periodical  re- 
turn of  liabilities  and  assets,  and  of  the  names  of  the 
partners,  would,  I  think,  form  a  perfect  security  for 
the  convertibihty  of  the  Bank's  notes  in  circulation. 
This  is  the  constitution  of  the  Scotch  Joint- Stock 
Banks,  and  no  one  acquainted  with  Scotland  can  fail 
to  see,  from  the  return  of  the  names  of  partners,  that 
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a  Bank  with  a  million,  or  a  million  and  a-half  of 
capital,  offers  to  the  public  the  security  of  seven  or 
eight  millions,  in  the  property  of  its  shareholders. 

But  the  convertibility  of  notes  is  still  further  secured, 
by  the  circulation  being  divided  among  a  number  of 
Banks.  I  have  already  explained,  and  all  experience 
has  proved,  that  a  Bank  has  no  power,  however  great 
the  will  may  be,  to  increase  its  circulation  beyond  the 
amount  required  by  the  community  for  the  purpose 
of  daily  expenditure.  The  cbculation  of  Scotland  has 
not  been  increased,  but  divided,  by  multiplying  the 
numbers  of  Banks  of  issue;  and  if  a  new  Bank  were 
established  to-morrow,  it  could  not  get  a  single  note 
into  circulation,  except  by  displacing  the  notes  of  the 
existing  Banks.  Thus,  instead  of  the  circulation, 
amounting  to  £3,500,000,  depending  on  the  solvency 
of  one  Bank,  it  is  divided  among  many.  The  largest 
circulation  of  any  of  these  Banks  is,  1  think,  about 
£400,000,  a  very  small  sum  in  comparison  with  the 
magnitude  of  that  Bank's  transactions,  and  probably 
about  a  tenth  of  the  amount  of  its  deposits. 

When  Joint-Stock  Banks  are  properly  constituted, 
and  of  the  magnitude  of  those  in  Scotland,  there  is 
another  advantage  in  numbers  which  is  worthy  of 
some  consideration.  I  conceive  that  the  ultimate 
convertibility  of  the  notes  of  these  Banks  is  as  certain 
as  of  those  of  the  Bank  of  England ;  in  fact,  as  cer- 
tain as  the  convertibility  of  any  Bank  notes  ever  can  be. 
More  than  certain  ultimate  convertibility  cannot  be, 
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strictly  speaking,  an  attribute  of  Bank  of  England 
notes,  or  any  other.  Immediate  convertibility,  theo- 
ratically  considered,  is  a  matter  of  belief  and  confi- 
dence on  the  part  of  the  public,  which,  if  immediately 
and  practically  put  to  the  test,  must  instantly  resolve 
itself  into  ultimate  convertibility.  That  is  to  say, 
no  man  believes  that  if  all  the  Bank  of  England  notes, 
now  in  circulation,  were  instantly  presented  for  pay- 
ment, they  could  be  converted  into  gold :  that  is, 
simply,  an  impossibility.  But  every  one  believes  that 
any  number  of  notes,  which  can,  in  ordinary  circum- 
stances, be  presented,  will  immediately  be  converted 
into  gold,  and  that,  granting  the  solvency  of  the  Bank, 
all  the  notes  in  circulation  are  ultimately  convertible. 

This  appears  to  me  to  be  the  utmost  extent  to 
which  conyertibihty  of  Bank  notes  can  be  carried ; 
because  even  the  full  equivalent  in  gold  coin,  held 
against  its  circulation,  cannot  insure  the  immediate 
convertibility  of  all  the  notes  of  any  Bank,  so  long  as 
that  Bank  holds  an  equal  or  greater  amount  of  de- 
posits, also  payable  on  demand.  This  public  belief, 
in  the  immediate  convertibility  of  some  unknown 
quantity  of  the  notes  in  circulation,  and  in  the  ulti- 
mate convertibility  of  the  whole,  is,  in  reality,  that 
which  makes  the  Bank  note  equal  in  value  to  the  gold 
coin.  And  the  reason  is  obvious;  the  Bank  notes 
are  circulated,  as  Currency,  for  the  purpose  of  expen- 
diture. It  is  not  gold,  but  commodities,  which  the 
holders  of  the  notes  desire  in  exchange ;  and  so  long 
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as  the  holders  of  the  notes  have  confidence  in  the  sol- 
vency of  the  Bank,  their  notes  will  command  the 
same  quantity  of  commodities  as  the  gold  coin,  and 
no  considerable  amount  of  notes,  circulating  as  Cur- 
rency, will  ever  be  presented  in  demand  for  gold.  In 
fact.  Sir  Robert  Peel  must  have  acted  on  this  theory, 
when  he  allowed  the  Bank  of  England  to  issue 
£14,000,000  on  the  security  of  its  own  solvency. 

Solvency,  then,  being  the  only  true  security  for  the 
convertibility  of  notes,  it  follows,  I  think,  as  a  natural 
consequence,  that  the  security  is  much  greater  where 
the  circulation  is  divided  among  a  number  of  Banks, 
than  when  it  proceeds  from  a  single  Bank  of  issue. 

The  insolvency  of  Banks,  constituted  as  the  Joint- 
Stock  Banks  in  Scotland  are,  and  conducting  their 
business  on  the  same  principles,  approaches  very  near 
to  a  bare  impossibility.  At  all  events,  their  continued 
solvency  is  just  as  much  a  matter  of  certainty  as  that 
of  the  Bank  of  England.  But  if  the  insolvency  of  any 
one  be  an  extreme  improbability,  the  insolvency  of  all, 
at  the  same  time,  is  next  to  impossible. 

Now,  suppose  a  circulation  of  £3,500,000,  equally 
divided  among  ten  banks  ;  and  suppose  a  run  for 
gold  on  any  one  bank,  from  a  suspicion,  whether 
groundless  or  not,  of  its  solvency;  the  other  nine 
banks  would  immediately  come  to  the  assistance  of 
the  suspected  bank,  and  take  up  its  notes.  And  they 
would  do  so  for  this  reason,  that  whether  the  bank 
be  solvent  or  not,  quoad  its  own  capital,  tlicrc  can  be 
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no  danger  of  its  insolvency  quoad  the  private  ca{)itals 
of  its  shareholders,  who  are  collectively  and  indivi- 
dually liable.  Of  course,  I  do  not  mean  that  there 
never  can,  within  the  limits  of  possibility,  be  any  such 
danger,  but  that  there  never  is  any  such  danger  as 
would  deter  the  other  banks  from  so  acting.  The 
operation  on  the  part  of  the  banks  is  merely  an  ad- 
vance of  about  <£40,000  each,  on  what  they  consider 
good  security.  This  is  not  an  imaginary  case,  but  has 
actually  occurred  ;  and  thus  everything  like  panic  or 
disturbance  of  the  currency  is  prevented,  because  the 
holders  of  notes  do  not  want  gold,  but  money  equal 
to  the  nominal  value  of  their  notes,  and  they  are 
quite  satisfied  with  the  notes  of  other  banks.  Such 
a  run  rarely  extends  to  depositors,  who  are  generally 
of  a  class  less  likely  to  be  affected  by  mere  groundless 
alarm. 

If  a  run  is  occasioned  by  some  national  panic  and 
general  distrust  of  all  credit,  then  the  Joint- Stock 
Banks  stand  on  quite  as  secure  ground  as  the  single 
Bank  of  issue ;  but  if  a  run  is  occasioned  by  some 
groundless  alarm  respecting  the  Bank  itself,  and  such 
things  have  occurred  in  England,  then  not  only  is  the 
single  Bank  of  issue  placed  in  a  position  of  extreme 
peril,  but  the  whole  system  of  credit  in  the  country, 
public  and  private,  is  shaken. 

A  single  Bank  of  issue,  conducted  as  the  Bank  of 
England  is,  governs  the  general  system  of  banking  in 
the  country.     It  supplies  the  private  bankers  and 
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others  dealers  in  money,  with  bank  notes,  and  gives 
no  interest  for  deposits.  The  private  bankers  supply 
the  community  with  notes,  and  give  no  interest  for 
balances  left  in  their  hands  ;  and  thus  no  one  has  any 
inducement  to  keep  the  amount  of  money  in  his  own 
hands  within  the  narrowest  limits  ;  but,  on  the  con- 
trary, as  the  banker  charges  a  commission  on  all  his 
transactions,  there  is  a  direct  inducement  to  accumu- 
late money,  to  meet  prospective  payments,  rather 
than  to  pay  it  into  a  banker,  who  will  charge  a  com- 
mission when  it  is  drawn  out  again.  And  from  this 
cause,  I  have  no  doubt  whatever,  that  the  Currency 
of  England  appears  much  larger  than  it  is  in  reality 
— ^that  is  to  say,  the  amount  of  bank  notes  and  coin, 
beyond  the  walls  of  the  Bank  of  England,  and  of  pri- 
vate Banks,  is  more  than  sufficient  for  the  purposes  of 
daily  expenditure  in  the  community.* 

No  Bank  in  Scotland  charges  a  commission  for  pay- 
ing the  cheques  of  their  customers,  or  retiring  their 
bills  which  may  be  domiciled  at  the  bank;  and  every 
bank  allows  a  certain  rate  of  interest,  not  only  on  de- 
posits, but  on  the  balances  of  current  accounts,  from 
day  to   day ;   and,  therefore,   no  private  individual 

♦  It  is  well  known  that  a  certain  silversmith  in  Liverpool  derives 
an  income  from  allowing  his  safes  to  be  the  depository  of  the 
money-reserves  of  merchants  and  others.  The  annual  charge  for 
permission  to  keep  a  strong  box,  whatever  its  contents  may  be,  in 
this  common  safe,  is,  of  course,  much  less  than  the  commissions 
that  might  be  incurred  by  paying  in  and  drawing  out  of  a  Bank  : 
a  pretty  clear  evidence  that  the  amount  is  no  inconsiderable  one. 
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keeps  more  money  by  him  than  is  absolutely  neces- 
sary for  immediate  payments,  and  shop-keepers  and 
tradesmen  pay  regularly  into  their  bank  account,  the 
money  collected  in  their  daily  business.  From  this 
cause,  the  returns  of  the  circulation  of  the  Banks, 
there  being  no  gold  in  circulation,  show  the  true 
amount  of  Currency  required  by  the  country,  exclu- 
sive of  silver  coin  used  for  fractional  payments.* 

I  believe  it  is  a  general  practice  with  English 
Country  Banks — I  know  that  it  is  the  invariable 
practice  of  some — to  rediscount  all  the  bills  received 
in  their  own  district,  with  a  London  banker  or  bill- 
broker,  or  with  the  Bank  of  England.  They  make  a 
"turn,"  .as  it  is  called,  on  the  difference  between  the 
rate  of  discount  in  London,  and  in  their  own  locality, 
where  it  is  generally  higher.  By  this  means  they  are 
enabled  greatly  to  extend  their  advances  to  the  pub- 
lic, when  interest  is  low;  and  when  there  is  a  sudden 
rise  of  interest,  and  a  pressure  on  the  money  market, 
they  are  forced  abruptly  to  withhold  all  advances  to 
their  customers,  having,  indeed,  no  large  amount  of 
available  securities  in  their  own  possession,  and  the 
pressure  on  credit  in  their  locality  is  much  more  se- 

*  An  unnecessary  importance  has  been  attached  to  the  weekly 
exchange  of  the  Scotch  Banks.  The  real  check  on  issues  is  the 
interest  allowed,  from  day  to  day,  on  all  payments  to  the  Bank. 
No  Bank  reissues  the  notes  of  another,  but  holds  them  in  reserve 
till  the  exchange  day,  when  the  balances  are  settled.  The  ex- 
change is  an  arrangement  of  convenience  among  the  Banks,  similar 
to  the  clearing  in  London. 
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verely  felt  than  it  would  be  with  a  better  system  of 
Banking.* 

The  Joint- Stock  Banks  in  Scotland  are  understood 
to  deal  solely  with  their  own  capital,  and  that  depos- 
ited with  them  by  the  public,  for  which  they  pay  in- 
terest; their  profit,  exclusive  of  the  circulation  of  their 
notes,  being  the  difference  between  the  interest  which 
they  pay,  and  that  which  they  charge  for  discounts, 
and  advances  on  loan.  Local  bills  of  exchange,  which 
in  the  city  of  Glasgow  represent  a  very  large  amount 
of  capital,  are  never  rediscounted,  but  kept  till  matur- 
ity, and  payment  collected  by  the  Bank.  Bills  on 
London,  of  which  the  amount  is  also  very  great,  are 
remitted  to  the  London  agent  of  the  Bank,  to  be  col- 
lected at  maturity,  and  placed  to  its  credit.  On  some 
occasions,  but  very  rarely,  I  believe,  a  Scotch  Bank 
may  discount  London  paper,  to  a  small  amount,  with 
its  London  agent,  to  meet  some  unexpected  demand 
from  its  depositors,  or  to  be  better  prepared  for  an 
approaching  pressure.  But  the  Scotch  Banks,  at  all 
times,  hold  a  very  large  amount  of  securities,  imme- 
diately available,  in  all  ordinary  circumstances,  exclu- 
sive of  government  securities,  which  they  may  consider 
it  advisable  to  hold  in  reserve. 

Where  the  whole  banking  business  of  a  city,  or  dis- 

♦  In  Liverpool,  in  the  first  week  of  May  last,  the  absolute  sear- 
city  of  Bank  notes  was  such,  that  one  firm,  it  was  said,  could  not 
find  money  to  pay  the  freight  of  some  produce  discharged  at  the 
docks.  This  firm,  no  one  doubted,  had  money  enough ;  but  it 
was  not  money,  according  to  the  Currency  theory. 
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trict  of  country,  is  conducted  by  a  number  of  Joint 
Stock  Banks,  there  is,  in  the  competition  for  business, 
a  great  safeguard  against  frequent  and  sudden  fluctua- 
tions in  the  rate  of  interest,  and  this  I  conceive  to  be 
a  very  important  consideration  in  the  theory  of  bank- 
ing; and  certainly  the  variations  in  the  rate  of  interest 
in  Scotland  have  neither  been  so  great  nor  so  abrupt 
as  in  London.  These  abrupt  variations  in  the  rate  of 
interest,  arise,  in  a  great  measure,  from  bankers  not 
watching,  with  sufficient  vigilance,  the  causes  which 
influence  the  general  monetary  affairs  of  the  country ; 
and  where  the  whole  banking  business  of  a  country  is 
under  the  influence  of  the  Directors  of  a  single  Bank 
of  issue,  inattention  to  these  causes,  a  relaxation  of 
vigilance,  or  an  error  in  judgment,  are  far  more  likely 
to  occur,  than  where  competition  among  many  boards 
of  Directors  stimulates  and  keeps  awake  the  vigilance 
of  all. 


VIL 

There  is  one  peculiarity  in  the  Currency  of  Scot- 
land, to  which  I  have  only  indirectly  alluded,  but 
which  is  certainly  entitled,  in  the  present  circum- 
stances of  the  country,  to  at  least  a  calm  and  serious 
consideration.  All  the  inconvenience  to  which  the 
national  commerce  has  been  exposed,  from  a  drain  of 
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gold  to  meet  our  extraordinary  importations  of  corn, 
though  serious  enough  in  itself,  will  be  found  light  and 
temporary^  I  fear,  in  comparison  with  the  continued 
pressure,  to  which  commerce  and  manufactures  must 
be  subjected,  from  the  diversion  of  so  enormous  a  por- 
tion of  the  floating  capital  of  the  country  to  railway 
undertakings.  It  is  perfectly  obvious,  therefore,  that 
it  is  a  question  of  the  first  importance,  how  the  re- 
maining capital  of  the  country  can  be  economised  ? 

The  system  of  credit,  the  substitution  of  bills  of 
exchange  for  bullion  or  metallic  coin,  in  all  mercantile 
transactions,  has  been  universally  sanctioned,  as  a  safe 
and  economical  expedient,  without  which,  indeed,  the 
commerce  of  the  world  could  not  be  carried  on.  The 
employment  of  bank  notes,  both  as  instruments  for 
adjusting  transfers  of  capital,  and  as  substitutes  for 
coin  in  the  ordinary  expenditure  of  the  community, 
has  been  found,  by  long  experience,  to  be  an  equally 
safe  and  economical  extension  of  the  same  principle. 
In  fact,  it  appears  doubtful  whether  this  country  could 
adopt  a  purely  metallic  currency,  without  a  very  ex- 
treme degree  of  inconvenience  and  expense,  to  which 
people  would  not  very  willingly  submit.  And  though, 
in  Sir  Robert  Peel's  speech  on  introducing  the  Bill  of 
1844,  he  appeared  to  doubt  whether  the  convertibility 
of  bank  notes  was  a  sufficient  or  certain  security 
against  depreciation,  I  conceive  that  this  point  has 
been  fully  established  by  practical  experience,  by  sound 
reasoning,  and  by  the  highest  authorities  on  economi- 
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cal  science.  Adam  Smith  says — '^A  paper  money, 
consisting  in  bank  notes,  issued  by  people  of  undoubt- 
ed credit,  payable  upon  demand,  without  any  condi- 
tion, and,  in  fact,  always  readily  paid  as  soon  as  pre- 
sented, is,  in  every  respect,  equal  in  value  to  gold  and 
silver  money,  since  gold  and  silver  money  can  at  any 
time  be  had  for  it.  Whatever  is  either  bought  or  sold 
for  such  paper,  must  necessarily  be  bought  or  sold  as 
cheap  as  it  could  have  been  for  gold  and  silver." 

The  principle  then  being  admitted,  it  only  remained 
to  secure  the  convertibility  of  a  paper  Currency,  to 
insure  its  maintaining  an  equal  value  with  the  metallic 
coin  for  which  it  was  a  substitute.  And  this,  after  all, 
appears  to  have  been  really  the  principle  on  which  the 
Bill  of  1844  was  founded,  because,  although  that  Bill 
does  not  provide  any  security  for  immediate  converti- 
bility, still  convertibility,  at  the  pleasure  of  holder  of 
the  bank  note,  is  the  only  guarantee  which  it  offers 
against  depreciation.  But  I  hope  I  have  succeeded 
in  showing,  that  the  immediate  convertibility  of  a  paper 
Currency  cannot  be  secured  by  any  reserve  of  bullion 
arbitrarily  fixed  in  amount  by  Act  of  Parliament,  and 
that  the  convertibility  which  gives  the  bank  note  an 
equal  value  with  the  gold  coin,  although  by  no  means 
a  mere  abstraction,  as  the  Birmingham  theory  main- 
tains, is  really,  and  for  all  practical  purposes,  dependent 
on  the  solvency  of  the  Bank,  and  the  confidence  felt 
by  the  public,  in  the  ultimate  convertibility  of  all,  and 
the  immediate  convertibility  of  any  probable  portion 
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of,  the  notes  in  circulation.  The  effect  of  the  Bill, 
indeed,  is  decidedly  against  immediate  convertibility, 
for,  under  its  restrictions,  it  is  quite  evident  that  the 
Bank  might,  in  no  very  improbable  circumstances,  be 
placed  in  a  position  where,  with  the  means  of  paying 
its  notes  in  gold,  it  is  imperatively  forbidden  to  do  so. 

The  principle  being  universally  acknowledged,  and 
the  practice  so  firmly  established  as  it  is  in  this  coun- 
try, on  what  ground  of  safety,  for  evidently  there  is 
no  ground  of  economy,  must  the  paper  currency  be 
restricted  to  notes  of  £5  and  upwards  ?  One  ob- 
jection that  has  been  urged,  is  the  danger  of  forgery; 
but  surely  the  inducement  to  forge  a  <£5  note  is 
greater  than  the  inducement  to  forge  a  £1  note,  and 
the  facility  seems  to  be  equal.  In  Scotland,  cases  of 
bank  note  forgery  have  been  very  rare,  and  very  soon 
discovered.  This,  I  conceive,  arises,  in  some  degree, 
from  the  difficulty  of  imitating  the  note  plates,  which 
contain  many  private  marks,  unknown  to  the  public, 
but  immediately  discernible  to  the  Bank  clerk ;  but 
principally  from  the  system  of  banking,  which,  as  Mr. 
Blair  states,  brings  every  note  in  the  country  back  to 
its  own  source  of  issue  in  ten  or  eleven  days.*  If  this 
were  the  only  objection  to  a  small  note  currency,  it 
would  very  soon  be  removed. 

The  prejudice  in  England,  for  I  think  it  is  a  pre- 
judice, against  £l  notes,  seems  to  have  arisen  from 

*  See  page  13. 
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the  fact,  that  Bank  of  England  notes,  for  twenty 
years  prior  to  1819,  were  not  convertible  into  gold, 
and  the  ideas  of  inconvertibility  and  depreciation 
seem  to  have  been  attached,  especially,  to  the  smallest 
denomination  of  note,  probably  because  it  was  the 
representative  of  the  actual  gold  coin.  But  it  is 
quite  clear,  that  if  the  notes  were  depreciated  at  all, 
they  were  all  depreciated  in  the  same  ratio,  and  if  a 
£l  note  were  only  worth  sixteen  shillings,  a  <£5  note 
could  only  be  worth  £4  in  gold,  or  commodities 
valued  in  gold.  If  the  certainty  of  convertibility  be 
in  the  direct  ratio  of  the  amount  of  the  note,  then,  of 
course,  the  £l  note  is  less  convertible  than  the  <£5 
note,  and  the  £5  than  the  £lO,  or  the  £20.  But  no- 
body, I  presume,  entertains  so  irrrational  a  theory. 

There  seems  to  be  an  impression  in  many  minds, 
that  an  issue  of  £l  notes  would  add  immensely  to  the 
amount  of  circulating  Currency.  To  the  amount  of 
the  paper  Currency  it  undoubtedly  would,  since  not 
a  single  note  could  be  forced  into  circulation,  except 
by  displacing  the  sovereigns  which  circulate  at  pre- 
sent. To  the  total  amount  of  the  Currency  it  would 
not  add  one  pound,  but  would  merely  substitute  Bank 
of  England  notes  for  the  sovereigns  displaced.  And, 
if  the  system  of  banking  were  the  same  as  in  Scot- 
land, and  the  circulation  divided  among  many  Joint- 
Stock  Banks,  the  aggregate  of  the  circulating 
Currency  would  be  very  greatly  diminished.  The 
circulation  of  Scotland  is  now  about  £.3,500,000,  of 
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which  about  ,£2,300,000  is  in  one  pound  notes.  If 
these  one  pound  notes  were  suppressed,  the  Banks 
would  withdraw  their  branches  from  the  small  inland 
towns,  and  agricultural  districts,  the  practice  of  allow- 
ing interest  on  balances  of  current  accounts  jvould 
probably  be  discontinued,  and  the  English  practice 
of  charging  commissions  for  payment  of  cheques, 
adopted.  There  would  no  longer  be  the  inducement 
to  economise  the  Currency  which  now  exists;  and,  in- 
stead of  the  present  note  circulation  amounting  to 
£3,500,000, 1  am  persuaded  that,  at  least,  £3,000,000 
of  sovereigns  would  be  required  for  Currency,  and 
that  the  notes  of  £5  and  upwards,  would  be  greatly 
increased. 

The  total  note  circulation  of  England  may  be  taken 

as  of  Bank  of  England  notes,      .     .  £20,000,00 

Country  Notes, 8,000,000 


Total  Note  Circulation,    ....     £28,000,000 

And,  taking  the  proportion  of  gold   Currency  in 

England  to  bear  the  same  ratio  to  the  paper 

Currency  that  the  £l  notes  in  Scotland  do  to 

those  of  the  higher  denomination:  we  have  the 

note  circulation, £28,000,000 

Gold, 56,000,000 


Total  mixt  circulation,      ....     £84,000,000 
1  am  aware  that  this  is  higher  than  the  circulating 
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Currency  of  England  is  generally  estimated  at;  but  I 
think  there  are  good  reasons  for  believing  it  near  the 
truth  With  a  mixed  Currency  of  notes  and  gold, 
which  there  is  no  inducement  to  economise  by  paying 
small  sums  into  a  Bank,  and  with  a  perfect  freedom 
of  export  of  coin,  I  do  not  see  how  any  returns  of  the 
Bank  of  England,  or  the  mint,  can  give  even  an  ap- 
proximate indication  of  the  quantity  of  coin  in  circu- 
lation. There  is  one  ground,  however,  of  very  rea- 
sonable conjecture,  that  the  gold  circulation  in  Eng- 
land has  greatly  increased  during  the  last  three  or 
four  years.  By  much  the  largest  portion  of  the 
Currency  is  gold,  and  by  much  the  largest  part  of 
this  is  employed  in  the  payment  and  expenditure  of 
wages.  The  increased  employment  of  labour  on 
railway  works  must  have  occasioned  a  corresponding 
expansion  of  the  Currency,  and  we  see  indications  of 
this,  both  in  the  increased  demand  for  all  articles  of 
general  consumption,  and  in  the  gradual  reduction  of 
the  bullion  in  the  Bank  from  the  spring  of  1844, 
before  the  influence  of  an  adverse  exchange  came  into 
operation. 

There  is,  then,  between  fifty  and  sixty  millions  of 
gold,  at  this  moment,  circulating  in  England,  of 
which,  probably,  six-sevenths  are  sovereigns.  We 
have,  therefore,  above  fifty  millions  of  capital,  alto- 
gether unproductive,  unavailable  for  the  purchase  of 
raw  materials,  the  employment  of  our  poplation,  or 
any  other  purpose  to  which  capital  may  be  applied. 
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While  we  economise  the  capital  of  the  country  by  the 
use  of  notes  of  <£5  and  upwards,  and  on  princi- 
ples which  all  admit  to  be  essentially  sound,  on  what 
ground  must  we  refrain  from  extending  this  system, 
and  economising  the  capital  of  the  country  to  the  ex- 
tent of  thirty  or  forty  millions  more,  on  the  same 
principle? 

The  origin,  or,  at  all  events,  one  cause  of  the  strong 
feeling  which  prevails  in  England  against  a  <£l  note 
Currency,  may  be  ascribed  to  the  panic  of  1825, 
The  circumstances,  however,  which  led  to  the  estab- 
lishment of  so  many  private  Banks  of  issue,  whose 
ultimate  insolvency  was,  from  their  very  commence- 
ment, all  but  inevitable,  do  not  now  exist,  and  the 
recurrence  of  a  similar  catastrophe  may  be  very  easily 
prevented. 

After  the  resumption  of  cash  payments  in  1819, 
the  Bank  of  England  withdrew  its  One  Pound  Notes 
from  circulation.  It  was  thought  expedient,  but  why, 
or  on  what  principle  it  was  done,  does  not  clearly  ap- 
pear. The  depreciation,  during  the  suspension  of 
cash  payments,  affected  all  notes  alike,  and  there  ap- 
pears no  sound  reason  why,  when  notes  were  made 
convertible  at  pleasure,  the  danger  of  depreciation 
should  be  greater  on  a  £l  note  than  on  a  £5  note. 
But  while  the  &l  notes  of  the  Bank  of  England, 
which  would  have  been  quite  safe,  were  withdrawn, 
there  was  no  restriction  on  the  issue  of  such  notes, 
by  private  bankers,  beyond  a  certain  distance  from 
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London.  The  abstraction  of  capital  required,  to  re- 
place the  £i  notes  with  gold  coin,  was  very  severely 
felt;  and  the  vacuum  caused  by  the  Bank  of  England 
withdrawing  its  paper,  being  too  slowly  replenished 
by  coin,  was  immediately  occupied  by  the  paper  of 
private  bankers,  which  was  the  more  easily  put  into 
circulation,  because  the  Currency  was  contracted  within 
the  amount  required  by  the  country.  The  terms  of 
the  Bank  Charter,  however,  prevented  the  formation 
of  sound  Joint-Stock  Banks;  and  a  great  number  of 
private  Banks  rose  into  existence,  with  few  partners, 
and  those,  in  very  many  cases,  shopkeepers  and 
tradesmen,  with  very  little  capital,  and  without  any 
knowledge  or  experience  of  banking  business.  They 
became  issuers  of  notes,  which  the  want  of  Currency 
in  the  country  drew  rapidly  into  circulation ;  and 
such  a  power,  in  the  hands  of  ignorant  men,  led  to 
extravagant  advances,  on  securities  all  but  valueless, 
and  which  no  banker  now  in  business  would  look  at. 
No  sooner  did  the  breath  of  discredit  shake  one  of 
these  issuers  of  notes,  than  the  whole  fell  together, 
like  a  house  of  cards,  and  left  their  creditors  such  se- 
curity as  might  be  found  in  the  ruins  of  that  fragile 
edifice. 

Such  a  system  could  not,  by  any  possibility,  arise 
in  the  present  day.  The  paper  Currency  might,  with 
perfect  safety,  both  as  to  convertibility  and  value  in 
accordance  with  coin — which  is,  indeed,  inseparable 
from  convertibility — be  supplied  by  tho  Bank  of  Eng- 


58 

land,  and  Joint  Stock  Banks  in  London,  and  all  the 
large  towns  in  the  kingdom.  All  that  is  necessary,  I 
conceive,  for  the  safety  of  the  public,  is,  that  every 
such  Bank  should  have  a  certain  paid  up  capital,  in 
shares  not  under  such  an  amount  as  might  be  fixed  by 
Parliament;  that  the  shareholders  should  be  indivi- 
dually and  collectively  liable  for  the  obligations  of  the 
copartnery;  and  that  their  names,  as  well  as  the  re- 
turn of  liabiHties  and  assets,  should  be  periodically 
published  in  the  gazette,  and  in  the  local  papers. 

Another  objection  to  a  One  Pound  Note  Currency 
has  been  offered,  and,  though  inconsistent  with  the 
principles  which  govern  the  distribution  of  capital,  it 
is  more  worthy  of  serious  consideration  than  those 
which  I  have  noticed. 

The  great  advantage  of  the  metallic  Currency  under 
Five  Pounds  is  said  to  be,  that  it  insures  at  all  times 
an  abundant  supply  of  the  precious  metals;  that  a 
One  Pound  Note  Currency  would  drive  gold  out  of 
the  country;  that  the  notes  would  become  inconver- 
tible and  depreciated  in  value;  and  that,  on  the  oc- 
currence of  an  adverse  exchange,  we  should  not  have 
wherewithal  to  settle  our  foreign  debts. 

In  the  first  place,  the  substitution  of  notes  for  gold 
could  only  take  place  slowly  and  gradually.  A  certain 
portion  of  gold  would  always  be  held  by  the  Banks,  to 
secure  themselves  against  any  probable  demand  that 
might  arise.  In  certain  circumstances,  a  large  amount 
of  gold  would  leave  the  country,  and  in  other  circum- 
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stances,  it  would  as  certainly  return.  I  refer,  again, 
to  the  authority  of  Sir  Robert  Peel. 

"  Gold  will  not  leave  this  country,  unless  gold  be 
dearer  in  some  other  country  than  in  this.  It  will  not 
leave  this  country  merely  because  it  is  gold,  nor  while 
there  is  any  article  of  produce  or  manufacture  which 
can  be  exported  in  exchange  for  foreign  produce,  with 
a  more  profitable  return." 

This  is  perfectly  true,  and  we  could  no  more  pre- 
vent an  influx  of  gold,  in  some  circumstances,  than 
we  could  prevent  its  efflux  in  others.  The  setting 
free  thirty  millions  of  gold  from  its  present  unproduc- 
tive employment,  would  not  depreciate  our  whole  cur- 
rency, in  proportion  to  the  currencies  of  other  coun- 
tries. The  immediate  effect  would  be,  the  exporta- 
tion of  as  much  gold  as  we  did  not  require;  and  the 
whole  gold  throughout  the  world  would  continue  to 
be  distributed  among  the  different  countries,  in  the 
same  manner,  and  on  the  same  principle,  by  which 
that  distribution  is  regulated  at  present. 

The  notes  of  the  Banks  of  issue  would  be,  to  all 
intents  and  purposes,  convertible,  and  maintain  their 
value  of  equality  with  gold,  so  long  as  the  public  had 
confidence  in  the  solvency  of  the  Banks.  The  Banks 
would,  for  their  own  security  and  credit,  hold  suffi- 
cient reserves  to  meet  any  probable  demand;  and  it 
is  not  so  much  a  matter  of  opinion  as  of  experience, 
when  I  say,  that  any  relaxation  of  vigilance,  or  error 
in  judgment,  is  much  less  likely  to  occur  among  many 
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Banks,  than  in  the  direction  of  a  single  Bank  of  issue. 
Surely  the  certain  payment  of  a  policy  of  insurance, 
is  a  matter  which  most  deeply  affects  the  well-being 
of  thousands,  yet  it  has  never  been  thought  necessary 
to  interfere,  by  legislative  enactment,  in  the  adminis- 
tration of  the  millions  of  money  which  are  under  the 
control  of  the  Directors  of  Insurance  Companies,  A 
policy  of  insurance  is  an  obligation,  the  payment  ot 
which  is  prospective,  for  years,  for  the  whole  life  oi 
an.  individual,  from  whose  hard-earned  income  the 
premiums  are,  in  many  cases,  with  difficulty  paid,  and 
whose  family  may  be  totally  dependent  on  the  liqui- 
dation of  the  policy.  The  Bank  note  is  an  obligation 
to  pay  on  demand,  which  no  man  need  keep  in  his 
possession  longer  than  he  pleases,  and  which  the 
Banks,  subject  to  an  inexorable  law,  must  either  pay 
on  demand,  or  declare  themselves  bankrupt.  A 
monopoly,  in  its  freedom  from  competition,  is  free 
from  many  of  the  salutary  checks  which  are  a  great 
safeguard  of  commercial  integrity.  There  is  a  com- 
petition for  credit  and  character,  without  which  a 
pubhc  company  can  neither  acquire  nor  retain  its 
business  in  the  presence  of  competing  companies, 
which  will  always  influence  the  Directors  of  such 
Joint- Stock  Banks  as  are  alone  likely  to  be  established, 
especially  in  the  city  of  London,  where  the  direction 
must  necessarily  fall  into  the  hands  of  men  of  high 
character,  and  great  mercantile  knowledge  and  ex- 
perience. 
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The  extent  of  the  reserves  of  gold  to  be  kept,  is  no 
doubt  a  question  of  great  moment,  but  one  which  may 
be  more  safely  determined  by  the  Directors  of  a 
Bank,  who  are  responsible  to  the  public  for  their 
good  management,  than  by  any  legislative  restric- 
tions. Looking  to  the  circumstances  which  regulate 
the  efflux  and  influx  of  gold,  and  to  the  various 
methods  by  which  exchanges  may  be  adjusted,  it  is, 
at  least,  worthy  of  consideration,  whether  the  actual 
transfer  of  the  metal  itself  might  not,  in  many  cases, 
be  avoided.  The  actual  transit  of  gold  between  Lon- 
don and  Edinburgh  and  Glasgow,  is,  certainly,  to  a 
great  extent,  unnecessary,  as  a  much  smaller  amount 
of  specie  would  be  sufficient  to  meet  any  demand  to 
which  the  Banks,  in  any  probable  circumstances,  are 
at  all  likely  to  be  exposed,  and  reserves  might  be  held 
in  interest  bearing  securities,  and  not  in  unproductive 
bullion.  On  a  similar  principle,  when  gold  had  accu- 
mulated to  an  inconvenient  amount,  it  mifjht  be  in- 
vested  in  foreign  securities,  which  would  immediately 
command  the  return  of  the  gold  when  it  was  required. 
I  am  aware  that  there  are  objections  to  such  a  sys- 
tem, some  of  them,  perhaps,  of  considerable  weight, 
but  we  have  seen  one  great  empire  disposing  of  its 
surplus  bullion  in  this  way,  and  the  plan  is,  at  all 
events,  worth  consideration. 

The  fact,  that  the  restriction  of  the  paper  Cur- 
rency to  notes  of  <£5  and  upwards,  insures  a  constant 
supply  of  bullion  in  circulation  in  the  country,  seems 
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comparatively  very  unimportant,  if  that  bullion  cannot 
be  made  available  for  our  relief,  amidst  a  combination 
of  the  most  complicated  difficulties  that  we  have  ever 
been  subjected  to.  The  question  is  not  now,  how  we 
are  to  meet  an  adverse  exchange,  but  how  our  com- 
merce and  manufactures  are  to  be  carried  on,  and  the 
people  employed  and  fed,  unless  by  some  means  we 
can  replace  a  part,  at  least,  of  the  floating  capital  of 
the  country,  which  has  been  withdrawn  from  the 
purposes  of  commerce,  and  permanently  invested  in 
railways.  How  is  the  public  revenue  to  be  maintained 
in  such  circumstances  ? 

The  effect  of  the  establishment  of  powerful  Joint- 
Stock  Banks  in  England  would  bo  the  same  as  in 
Scotland,  on  the  general  banking  business  of  the 
country.  So  soon  as  one  of  these  Banks  opened 
a  branch  in  any  country  town,  where  there  was  a 
private  Bank  of  issue,  or  a  copartnery  bank  with 
small  capital,  the  deposits  of  the  district  would  be 
gradually  attracted  to  the  Joint-Stock  Bank,  on 
account  of  the  greater  security  offered,  by  its  large 
capital  and  numerous  copartnery.  On  the  other 
hand,  the  large  capital  and  deposits  of  the  Joint- 
Stock  Bank  would  enable  it  to  supply,  more  cer- 
tainly and  regularly,  the  advances  of  capital  re- 
quired in  the  district,  and  thus  it  would  gradually 
attract  to  itself  the  whole  banking  business  of  the 
district.  The  local  Bank  must  then  either  wind 
up  its  concerns  and  retire  from  the  field,  or  make 
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overtures  for  an  amalgamation  with  its  more  power- 
ful competitor.  The  whole  business  of  the  district 
would  then  be  transferred  to  the  Joint-Stock  Bank, 
on  terms  agreed  to  between  the  parties,  the  local  Bank 
would  become  a  branch  of  the  Joint- Stock  Bank,  the 
partners  would  become  its  shareholders,  and  the  princi- 
pal manager  or  director  the  district  agent.  Thus  the 
Joint-Stock  Bank  would  gain  an  accession  of  strength, 
in  capital  and  shareholders,  and  a  large  addition  to  its 
business,  and  the  district  would  gain  the  services  of  a 
more  secure  and  powerful  Bank.  Such  has  been  the 
progress  of  the  Joint-Stock  Banks  in  Scotland,  and 
such  would  be  the  progress  of  similar  Banks,  if  estab- 
lished, and  conducting  their  business  on  the  same  prin- 
ciples, in  London. 

It  would  be  difficult,  I  think,  to  explain  on  what 
principle  the  public  may  safely  intrust  millions  to  a 
Bank,  in  the  shape  of  deposits  payable  on  demand, 
and  other  obligations  payable  at  a  postponed  date,  and 
that  there  is  danger  in  intrusting  a  tenth  part  of  the 
amount  to  the  same  Bank,  on  obligations  of  another 
form,  to  pay  on  demand.  The  note  is  a  form  of 
credit,  just  as  the  deposit  is;  and  the  deposits  of  the 
Bank  may  be,  and  very  often  are,  ten  times  its  circu- 
lation in  amount.  The  circulation  of  Scotland  is  not 
much  above  three  millions;  the  deposits  held  by  the 
Scotch  Banks  are  about  thirty  millions.  The  reason 
why  these  Banks  are  intrusted  with  the  custody  of 
thirty  millions,  is,  because  the  public  have  confidence 
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in  their  solvency — the  very  first  element  in  the  con- 
vertibility of  their  notes,  which  gives  these  notes  the 
value  of  gold  coin. 

A  pamphlet  very  recently  published,  from  the  pen 
of  Lord  Ashburton,  concludes  with  the  following  pas- 
sage; and  I  quote  it,  as  an  evidence  of  the  very  loose 
manner  in  which  so  important  a  subject  is  treated,  and 
of  the  confusion  of  ideas  which  prevail  on  this  question, 
even  among  men  whose  great  experience  and  practi- 
cal knowledge  of  commercial  affairs,  as  well  as  their 
high  rank  and  public  character,  give  weight  and 
authority  to  their  opinions.  In  allusion  to  the  circu- 
lation of  One  Pound  notes.  Lord  Ashburton  says, 

'^^It  is  hardly  necessary  to  notice,  at  any  great 
length,  the  proposals  from  some  quarters,  of  no  great 
authority,  of  returning  in  England  to  the  circulation 
of  notes  under  ,£5.  I  cannot  see  that  any  relief  to 
our  large  dealings  could  result  from  such  expedients. 
This  measure  could  only  tend  to  drive  gold  coin  out 
of  the  present  circulation,  and  confine  it  to  the  coffers 
of  the  Bank  ;  it  would  give  little  facility  in  the  circu- 
lation of  our  millions,  while  it  would  largely  promote 
the  trade  of  forgery.  It  could  only  be  during  a  total 
suspension  of  specie  payments  that  small  notes  would 
be  wanted ;  but,  in  the  event  of  such  a  misfortune, 
they  would  be  indispensable." 

I  am  unwilling  to  attribute  the  fallacies  contained 
in  this  passage  to  Lord  Ashburton's  calm  and  deli- 
berate judgment ;  but  am  rather  of  opinion,  that,  in 
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hastily  writing  the  concluding  paragraph  of  his  pam- 
phlet, they  have  escaped  his  observation.     Yet  this 
passage  contains   a  fallacy  in    every   sentence,   and 
confounds  capital  with  Currency  quite   as  much  as 
any  argument  of  Mr.  Jones  Loyd,  Colonel  Torrens, 
or  Sir  Robert  Peel.     The  value  of  the  suggestion,  to 
issue  notes  under  £5,  is  surely  not  to  be  measured 
by  any  opinion  as  to  the  authority  from  whence  it 
proceeds.     Is  it  proposed  on  sound  or  unsound  prin- 
ciples?    The  very  object  of  an  issue  of  £1  notes,  is 
to  free  some  thirty  or  forty  millions  of  capital  from  its 
present  unproductive  employment ;  it,  therefore,  would 
certainly  give  ^'relief  to  our  large  dealings."    It  would 
take  gold  out  of  circulation;  but  why  it  should  con- 
fine it  to  the  coffers  of  the  Bank,  it  is  not  very  easy 
to  see.     The  Bank  would  certainly  not  keep  thirty 
millions  of  capital  idle  and  unproductive  in  its  coffers, 
merely  because  it  was  in  gold.    It  would  be  employed 
in  discounting  mercantile  bills,  and  in  other  modes  of 
what  Lord  Ashburton  wants,  "the  circulation  of  our 
millions."      It  is  not  very  clear,  from  the  last  sen- 
tence, whether  Lord  Ashburton  considers  a  total  sus- 
pension of  cash  payments  a  probable  event,  or  not; 
but  should  such  an  event  occur,  his  Lordship  plainly 
thinks  that  One  Pound  notes  would  be  "wanted"  and 
"indispensable."    They  certainly  would  not  be  wanted 
by  the  people  among  whom  they  were  intended  to  cir- 
culate ;  and  however  indispensable  their  issue  might 
appear  to  the  government,  or  the  Directors  of  the 
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Bank,  it  is  quite  evident,  that,  in  such  circumstances, 
they  could  not  be  forced  into  circulation.  If  the  cir- 
culation were  now  entirely  paper,  down  to  One  Pound, 
the  notes  would  circulate,  though  the  Bank  should 
suspend  cash  payments,  only  because  some  sort  of 
Currency  is  absolutely  necessary,  and  a  depreciated 
Currency  will  circulate,  and  pass  at  its  depreciated 
value,  in  exchange  for  commodities;  but  were  the 
Bank  to  suspend  cash  payments  while  its  notes  in 
circulation  were,  as  now,  for  £5  and  upward,  the 
issue  of  <£!  notes  would  be  the  most  futile  and  ridicu- 
lous measure  ever  attempted.  The  sovereigns  in 
circulation  would  be  hoarded,  and  not  one  would  be 
given  in  exchange  for  an  inconvertible  One  Pound 
note.  A  proposal,  the  object  of  which  is  to  set  free 
thirty  millions  of  capital  which  is  now  unproductive, 
may  be  wise  or  unwise,  but  surely  it  cannot,  with  any 
propriety,  be  called  "  a  small  expedient."  It  is  to  be 
hoped,  however,  that  a  suspension  of  cash  payments  is 
a  measure  which  no  future  Government,  in  this  coun- 
try, wiU  venture  to  propose. 

The  conclusions  which  I  am  anxious  to  estabhsh, 

from  a  comparison  of  the  Enghsh  and  Scotch  systems 

of  banking,  are  these  : 

1»  That  no  reserve  of  gold  can  insure  the  instant 

convertibility  of  aU  the  notes  of  any  Bank  of  issue  and 

deposit. 

2.  That  the  only  security  for  convertibihty,  is  the 

solvency  of  the  Bank  of  issue  ;  and  that  the  amount 
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of  gold  necessary  to  insure  the  immediate  converti- 
bility of  any  portion  of  its  notes  in  circulation,  is  an 
important  element  in  the  internal  management  of  a 
Bank,  which  ought  to  be  left  to  the  practical  know- 
ledge and  experience  of  the  Bank  Directors  to  deter- 
mine. 

3.  That  the  only  security  for  convertible  Bank 
notes,  maintaining  an  equal  value  with  gold  coin,  is 
the  confidence  of  the  public  in  the  solvency  of  the 
Bank. 

4.  That  Bank  notes  of  £1,  are  not  more  liable  to 
depreciation  than  Bank  notes  of  £5 ;  and  while  the 
substitution  of  <£l  notes  for  sovereigns,  in  the  circula- 
tion of  England,  would  not  increase  the  amount  of  cir- 
culating Currency,  it  would  render  a  large  amount  of 
capital,  which  is  now  unproductive,  available  for  the 
purposes  of  commerce. 

5.  That  variations  in  the  rate  of  interest  are  more 
frequent  and  more  abrupt,  under  the  influence  of  a 
single  Bank  of  issue,  than  where  the  circulation  is 
divided  among  a  number  of  well-organised  and 
powerful  Joint- Stock  Banks. 

6.  That  the  convertibility  of  notes  is  more  secure, 
when  the  circulation  is  divided — on  the  same  prin- 
ciple, that  it  is  safer  to  intrust  one  million  to  each  of 
twenty  Banks  than  twenty  milUons  to  one  Bank. 

In  Scotland,  and  I  conceive  it  must  be  the  same 
wherever  the  same  system  of  banking  is  adopted,  mer- 
chants do  not  discount  with  bill-brokers,  but  every 
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Bank  is  a  Bank  of  discount  and  deposits.  The  Banks 
do  not  employ  the  balances  in  their  hands,  in  buying 
bills  from  Brokers,  but  in  discounting  the  paper  of 
their  regular  customers.  Every  merchant  is  under- 
stood to  transact  all  his  business  with  one  Bank,  and 
the  Bank  is  expected  to  give  the  merchant  all  reason- 
able facilities  in  carrying  on  his  business.  Were  one 
Bank,  unreasonably,  to  refuse  discounts  to  one  of  its 
regular  customers,  the  account  would  be  immediately 
removed  to  another  Bank.  The  competition  for  busi- 
ness leads  to  this  close  connection  between  each  Bank 
and  its  own  customers,  which  cannot  exist  where  there 
is  a  single  Bank  of  issue,  and  does  not  exist  in  London. 
The  effect  of  this  arrangement  is,  that,  in  a  crisis  like 
the  present,  the  pressure  is  thrown  on  the  Banks  and 
not  on  the  merchants,  as  each  Bank,  in  order  to  retain 
its  business,  must  make  every  exertion  to  afford  its  re- 
gular customers  the  usual  facilities,  though  it  may 
charge  more  for  them.  At  the  same  time,  competition 
prevents  exorbitant  charges  being  made  by  any  one 
Bank.  Six  and  half  and  seven  per  cent,  have  been 
charged  here  for  discounting  long  dated  paper;  but  the 
rejection  of  good  bills,  simply  because  they  have  six 
months  to  run,  is  a  thing  unheard  of.  On  the  other 
hand,  the  pressure  is  less  severely  felt  by  the  Banks 
themselves  ;  first,  because  the  necessity  of  supporting 
their  own  customers  makes  them  more  vigilant  in 
watching  the  approach  of  a  pressure,  and  in  preparing 
for  it ;  second,  because  they  are  many,  and  each  bears 
only  its  own  share. 
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Such  would  bo  tho  case,  were  thoro  a  number  of 
powerful  Joint-Stock  Banks  in  London,  each  with  a 
capital  of  three  or  four  millions,  and  attracting  a  large 
amount  of  deposits,  from  allowing  a  moderate  rate  of 
interest.  Each  Bank  would  have  its  own  regular  cus- 
tomers; the  fluctuations  in  the  rate  of  interest  would 
be  less  frequent  and  less  abrupt;  the  competition  for 
business  would  excite  greater  vigilance,  in  preparing 
for  an  approaching  pressure;  and  the  pressure,  when 
it  did  come,  would  be  borne  by  the  Banks,  and  not  by 
the  merchants. 

I  am  very  sensible  that  the  theory  of  Scotch  banking 
is  not  likely  to  command  much  consideration  in  the 
City  of  London ;  but  I  feel  convinced  that,  whenever 
the  intelligent  and  wealthy  merchants  in  that  city  can 
once  see  clearly  the  practical  advantages  which  belong 
to  the  system,  the  period  of  its  adoption  will  not  be  far 
distant. 
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